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Electronics in Acco” 


Already, many large and small businesses are using [BM 
Electronic Business Machines to speed their work. Every 
day more of these machines are coming off IBM pro- 
duction lines to save time, money, and effort for more 
companies. 

The Electronic Calculating Punch, one of the 9 types 
of IBM Electronic Machines, is pictured above. It is 
used for all types of accounting and statistical com- 
putations. In the investment brokerage industry, for 
example, this machine does the complete computations 
for 100 purchase and sale transactions in one minute. 

IBM’s leadership in applying electronic principles 
to punched card accounting machines has given greater 
speed, accuracy, and economy to the vital requirements 
of calculating and accounting. 


INTERNATIONAL BUSINESS MACHINES COMPANY, LIMITED, 
Head Office: Don Mills Road, Toronto, Ontario. 
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New wings for the work of accounting! | 


ACCOUNTING MACHINES 


You can see how every Sensimatic feature contributes 
to the volume-handling velocity of these superb new 
accounting tools. You can translate this into more 
efficient, more economical figure-fact, production in 
your business. Next step is to learn how little your 
Sensimatic will cost. Why not take it... why not 
call your Burroughs man now? Burroughs Adding 
Machine of Canada, Limited, Windsor, Ontario. 


Burroughs 


A carriage that’s all automatic— 


Carriage opens, closes and forms 
are spaced by automatic Sensi- 
matic control. All movements 
are motor-driven for fast, quiet, 
smooth operation. Transparent 
slip-proof form guides are easily 
moved, easily adapted ... give 
complete, all-operation visibility. 





A keyboard that’s simple as ABC— 


All Sensimatic keyboards feature 
square keys with “Finger-tip Fit.” 

Key pressure is scientifically correct 
for swift and simple operation. Keys 
and motor bar can be depressed 
simultaneously for extra speed 
Automatic functions can also be 
controlled from the keyboard. 


A mechanism that thinks the job through— 


This “mechanical brain” sensing 
panel directs the Sensimatic through 
every figuring operation and car- 
riage movement... enables it to 
compute while in motion for greater 
speed. Any four jobs to a panel— 
any number of panels to a machine 
—means unlimited versatility. 


Now there are three! 


Sensimatic 300 with 11 rormls! . 
Sensimatic 200 with § totals 
Sensimatic 100 with 2 tomls 
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Developing An Investment Policy 


Chartered accountants responsible for develop- 
ing an investment policy for corporation and 
institutional funds are invited to use the 
statistical and analytical services supplied by 
our organization. 


When investing personal funds, the same 
services are at your disposal. 


An enquiry to any of our offices will bring 
prompt attention to your investment problems. 


Stock Exchange Orders Executed 


Wood, Gundy & Company 
Limited 
Toronto Montreal Winnipeg Vancouver 
Ottawa Hamilton London, Ont. Kitchener Quebec 
Regina Edmonton New Westminster Victoria 
New York Chicago Halifax London, Eng. 
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Accounting Efficiency 


depends greatly on accessibility of records. 


Their 


preservation from Fire and Theft can only be assured 
in a reliable safe or vault. 


Consult us as to the type of safe protection 
advisable for you or your client. 


J.6¢J. TAYLOR Limited 
TorONTO SAFE works 


TORONTO - MONTREAL - WINNIPEG - VANCOUVER 


FOR SALE 
Burroughs Bookeeping machine, style 
77, 20-total distribution, two cross total 
bars, good condition. Box 249, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 


PRACTICE WANTED 

A well-established firm of Toronto 
chartered accountants is interested in 
purchasing a practice from a retiring 
chartered accountant or one who de- 
sires to establish a partnership with a 
view to retiring in the near future. 
We have a well-established staff who 
can handle additional audits. All replies 
shall be kept in the strictest confidence. 
Box 250, The Canadian Chartered Ac- 
countant, 10 Adelaide St. E., Toronto, 
Ont. 


WANTED 

Young chartered accountant as fire loss 
adjuster in large insurance adjusting 
office with Dominion-wide operations. 
Previous experience not essential. This 
is a young organization with an am- 
bitious program of expansion provid- 
ing excellent opportunities of advance- 
ment for the right man. Box 248, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 


INTERMEDIATE STUDENT WANTED 


By Toronto chartered accountants’ 
office. Apply Box 251, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 


POSITION WANTED 
Chartered accountant, age 35, recent 
graduate, seeks position in profession 
or in industry offering future advance- 
ment. Three years accounting and four 
years auditing experience. Box 247, 
The Canadian Chartered Accountant, 
10 Adelaide St. E., Toronto, Ont. 


POSITION WANTED 
Chartered accountant, recent graduate, 
aged 30, seeks a position in public ac- 
counting or industry with good possi- 
bilities of advancement, preferably in 
Southern Ontario. Box 246, The Can- 
adian Chartered Accountant, 10 Ade- 
laide St. E., Toronto, Ont. 


CHIEF ACCOUNTANT 

The City of Hamilton requires a fully 
qualified accountant with municipal ex- 
perience as chief accountant in the City 
Treasury Department. His work would 
include co-ordinating and systematiz- 
ing the accounting records of all city 
departments. Applicant to state age 
and give full details of education, ex- 
perience, qualifications and references 
in writing to J. R. Jones, Secretary, 
Board of Control. 


OPENING AVAILABLE 


For intermediate student in well- 
established firm in Hamilton, Ontario. 
Applicants will be considered only after 
sanction obtained from present em- 
ployer. Box 252, The Canadian Chart- 
ered Accountant, 10 Adelaide St. E., 
Toronto, Ont. 
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“Now our posting and 
billing is completed 7 days 
earlier with National” 


— says Mr. Lorne W. Bradburn, Office Manager, 
The Toronto Electrotype and Stereotype Co. Ltd. 


“Our No. 16EB National Bookkeeping Machine has now been 
in operation long enough for us to appreciate its real value. 


“For over twenty years we followed the old-fashioned system 
of posting by hand and typing our statements monthly. This 
of course caused many delays and we are now glad that we 
decided to have the National System installed. 


“All our posting operations are now wonderfully simplified. 


Jedger cards and statements done in one operation and our daily 
balancing enables our statements to reach clients by the second 
or third of the month instead of the eighth or tenth as formerly.” 


So writes Mr. Bradburn 
about the National Sys- 
tem in HIS office. 


If YOU want to speed up 
sales transactions, please 
clients or customers, sim- 
plify your record keep- 
ing, and eliminate old- 
fashioned, _ time-wasting 
and often —_— inaccurate 
methods, ’phone or write 
to-day to your nearest 
National representative. 


There’s a National Book- 
keeping System — at an 
economic price — for 
every type of business, 


Operator with a National Combined Posting and Billing 
Machine large or small. 


THE NATIONAL CASH REGISTER 


COMPANY OF CANADA LIMITED MALTA 


CASH REGISTERS - ADDING MACHINES 
Head Office: Toronto Sales Offices in Principal Cities ACCOUNTING MACHINES 
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SENIOR STUDENT OR 
RECENT GRADUATE REQUIRED 


Excellent opportunity for rounding out 
your experience available in Windsor, 
Ont. — tax work a specialty. Perm- 
anent position with partnership avail- 
able. Box 253, The Canadian Char- 
tered Accountant, 10 Adelaide St. E., 
Toronto, Ont. 


C.A."S WANTED 


Chartered accountants seeking further 
professional training and opportunity 
for advancement required by Detroit 
office of U.S. firm of C.P.A.’s. In 
reply please state age, education, ex- 
perience, and salary requirements. Box 
254, The Canadian Chartered Account- 
ant, 10 Adelaide St. E., Toronto, Ont. 


EXAMINATION SOLUTIONS 
Volume XI 


now available 
50c 


The Canadian Institute of 
Chartered Accountants 


10 Adelaide St. E. - Toronto, Ont. 


RECENT GRADUATE WANTED 
Young C.A. interested in making pub- 
lic accounting a career, required to 
assist one other C.A. in supervising 
audit staff in Toronto. Duties include 
reviewing working papers and state- 
ments and advising on income taxes. 
Prospects excellent for partnership. Ap- 
ply Box 235, The Canadian Chartered 
Accountant, 10 Adelaide St. E., Toron- 
to, Ont. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers & Solicitors 


464 St. John Street - - 


Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building 


Montreal 1, Que. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 


Barristers and Solicitors 


25 King Street West 


Toronto 1, Ont. 


HOLMESTED, SUTTON, HILL & KEMP 


Barristers and Solicitors 


KRuyal Bank Building, 2 King Street East 


Toronto 1, Ont. 


SMITH, RAE, GREER, SEDGWICK, WATSON & THOM 


Barristers and Solicitors 


50 King Street West : 


Toronto 1, Ont. 
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BANK CONFIRMATION FORMS 


Approved by The Canadian Bankers Association and 
The Canadian Institute of Chartered Accountants 


Blank, per 100 


Imprinted (minimum run 500) 
Per 100, additional, ordered at same time $3.25 


Postage or Express Collect 


THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


10 Adelaide Street East Toronto 1, Ontario 


DUQUET & MACKAY 
Barristers and Solicitors 


360 St. James Street West : - - Montreal 1, Que. 


FOSTER, HANNEN, WATT, LEGGAT & COLBY 


Barristers and Solicitors 


301 Bank of Canada Building - - Montreal 1, Que. 


McMICHAEL, COMMON, HOWARD, KER & CATE 
Barristers and Solicitors 


Rojal Bank Building - - - - Montreal 1, Que. 
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Security Valuations... 


Chartered accountants and company executives 
requiring valuations of, or information on investment 
securities, are invited to communicate with us. 

Any of our offices will give prompt attention to 


such requests. 


A. E. Ames & Co. 
Limited 
Investment Dealers—Business Established 1889 


TORONTO MONTREAL WINNIPEG VANCOUVER VICTORIA LONDON OTTAWA 


HAMILTON KITCHENER OWEN SOUND ST. CATHARINES QUEBEC 
NEW YORK BOSTON’ LONDON, ENG. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 


Roy Building : : . : - Halifax, N.S. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street - - - Ottawa 4, Ont. 


QUAIN, BELL & GILLIES 


Barristers and Solicitors 


56 Sparks Street - - - Ottawa, Ont. 


DIXON, CLAXTON, SENECAL, TURNBULL & MITCHELL 
Barristers and Solicitors 
Bank of Canada Building : - - Montreal 1, Que. 
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COMMENT AND OPINION 


The Chartered Accountant in Fiction 
- months ago we saw a film, the 
name of which we have forgotten, 
but which stands out in our memory — 
not for the quality of its acting or di- 
rection (though these were respectable 
enough), nor for the originality of its 
story or its subtle insight into human 
life and character, but solely and ex- 
clusively for the remarkable circumstance 
that its hero was a public accountant! 
This particular accountant had in the 
course of his professional activities come 
into the possession of a certain document 
which a mysterious villain was determin- 
ed he should never be able to disclose. 
When this situation arises in the films 
the villain, naturally, murders the hero. 
Before the hero died, however (from 
the delayed effects of a poison for which 
there was no antidote known to science), 
he managed, by a magnificent feat of 
detection — a tribute to the thoroughness 
of his auditing training — to do recip- 
rocal justice to his own murderer. 

We would have preferred to see the 
picture end with the hero in a romantic 
close-up with a beauteous heroine but 
perhaps that is too much to expect for 
the accountant in his first essay as a 
hero of fiction. Nor is that prospect in 
store for a while yet, it would appear. 


The April number of Cosmopolitan 
contains a short novel by Agatha Christie, 
in which, to our pleasure, the dominant 
character is the head of a very celebrated 
firm of English chartered accountants. 


To our regret, however, not only does 
the accountant in Miss Christie's story 
not survive to the end, but he is not even 
the hero of the tale. In fact, most people 
who are not accountants would, we are 
inclined to believe, regard him as the 
villain of the story on the not implaus- 
ible supposition that one who murders 
three unexceptionable people to prevent 
them from revealing him as an embezzler 
can be nothing else. 


Reprehensible though his conduct must 
appear to all right-thinking persons, 
members of the accounting profession 
will, we feel, see it in less black a light 
than the layman. For it appears that 
it was actually his strong sense of de- 
votion to the accounting profession that 
led him to commit his crimes. Miss 
Christie suggests that he was not em- 
bezzling trust funds out of mere greed, 
but purely for the benefit of the un- 
fortunate and downtrodden. We think, 
however, there was still another purpose 
for his actions. 


In the course of his practice as an 
auditor his interest had, it seems, been 
drawn to those ingenious young men 
who perpetrated frauds. Convinced that 
such persons had excellent brains and 
abilities and needed only right direction 
he had therefore made it his life’s ob- 
ject to establish special schools for their 
rehabilitation: and it was to raise funds 
for that purpose that he engaged in the 
embezzlement which brought about his 
ruin. The discerning accountant will 
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see the real purpose of his actions in 
the following speech which the author 
has him say shortly before he commits 
his first murder: 
“Half these boys don’t know what money 
is. Well, I believe in rubbing their noses 
in the stuff. Train them im accountancy, 
give them skill and then responsibility. 
Only two out of thirty-eight have let us 
down. Young Morris is doing extremely 
well with the Wiltshire and Somerset 
Bank. I always knew that all he needed 
was a thorough grasp of the handling of 
money. Another’s head cashier in a firm 
of druggists.” 
There it is. He was trying to do some- 
thing about the recruitment problem! 


Instalment Sales and Income Tax 
cE. is only in the last generation that 

the instalment selling of goods has 
become a widespread practice and created 
for the accountant the problem of at- 
tributing the profit on such sales to the 
appropriate financial period or periods. 
For the first time, so far as we know, 
this question has formed the subject of 
an income tax appeal, which was heard 
by Mr. W. S. Fisher, Q.C. in the Income 
Tax Appeal Board. In that case the 
appellant was in the business of selling 
musical instruments on credit, and until 
1948 had followed the practice of at- 
tributing the whole profit on such sales 
to the respective years in which the sales 
were made. However, upon selling his 
business in 1948 he sought to alter the 
method he had previously followed and 
to treat as profit of that year only the 
proportion of the ultimate profit on the 
sale of musical instruments to be derived 
from each instalment actually paid in 
that year. 


Accountant, June, 1952 


From the report of the judgment it 
does not appear that any expert ac- 
counting evidence was called by either 
side, but instead the appellant cited a 
well-known American treatise on ac- 
counting in support of the propriety of 
the method he wished to follow whilst 
the Crown in its turn cited a passage 
from Professor Smails’ Accounting Prin- 
ciples and Practice. Mr. Fisher consid- 
ered the two passages and, as he says, 
was particularly struck with the state- 
ment in Professor Smails’ work that 
“the reality of the matter is that instal- 
ment selling poses a problem of finance 
and not a problem in the accountant’s 
measurement of income’ and that “in- 
come is realized just as fully when an 
asset is sold for a promise of cash as 
when it is sold for cash down”, and he 
dismissed the appeal. 

We do not feel that we should ex- 
press in these columns any view on the 
appropriateness from an accounting point 
of view of the procedure which the ap- 
pellant sought to adopt for tax purposes 
in this case, but we think the following 
words of Mr. George O. May are ap- 
posite: 

The courts in England have held, for in- 

stance, when called upon to interpret sta- 

tutes taxing profits without defining them, 
that the answer to the question, What are 
profits and when may they be deemed to 
have emerged? must be found in the prac- 
tices of responsible business men. But 
business practices are not uniform or un- 
changing, consequently there is usually 
more than one correct answer to the ques- 
tion, What are the profits of a given busi- 
ness for a given period? 

(Twenty-Five Years of Accounting Re- 

sponsibility, Part VII, p. 401) 
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Sales Taxation in the 





Provincial and Municipal Fields 


By Roger-H. Stanton, C.A. 


The sales tax is the most important 
revenue development of the present generation 





ICHELET, the French historian, tells 
us that a sales tax was imposed in 
France as far back as 1343 by Philippe 
de Valois, the rate being: ... . “quatre 
deniers par livre sur les marchandises, 
lequel devait étre percu a chaque vente 
... ” (four pence a pound on goods, 
the collection being made on each sale) 
and he goes on to say: “... le percep- 
teur campait sur le marché, espionnait 
marchands et acheteurs, mettait la main 
a toutes les poches, demandait sa part 
sur un sou d’herbe....” (the collector 
was stationed on the market place where 
he spied on merchants and purchasers, 
pried in all pockets and claimed his due 
on a penny worth of herbs). We have 
invented nothing and the tax collecting 
methods of these days were certainly ef- 
ficient if not popular! However, it has 
truly been said that the sales tax, as we 
know it to-day, has grown to be the most 
important revenue development of the 
present generation. 

In the United States a sales tax is now 
imposed by 31 States and is the largest 
single source of tax revenue, having 
brought in during 1950 $1.7 billion rep- 
resenting 21.1% of total State tax col- 


An address to the Third Annual Conference 


lections. In Canada such a tax is now 
imposed in five of our Provinces and 
the revenue derived therefrom exceeds 
$100 million, if we include Quebec 
municipalities and school corporations. 


Taxing Power in Canada 

Section 91(3) of the British North 
America Act gives to the Parliament of 
Canada the power to raise money by any 
mode or system of taxation; and by sec- 
tion 92(2) of the same Act the Legis- 
lature of each Province is given the right 
to direct taxation within the Province 
in order to raise revenue for provincial 
purposes. In other words, the taxing 
power of the Dominion is unlimited 
whereas that of a Province is limited 
to direct taxation within the Province. 

The Fathers of Confederation no doubt 
thought that direct taxation would never 
prove very popular and up to the First 
World War this assumption proved to 
be right . . . . The Dominion Govern- 
ment had not entered the direct taxation 
field and taxes in the Provinces were of 
minor importance. However, since then, 
and especially since the Second World 
War, the picture has totally changed, 


of the Institute of Public Administration of 


Canada, Winnipeg, September 1951 
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and I need only mention the fact that 
more than 50% of the $3.7 billion 
federal budget for 1951-52 will be de- 
rived from direct taxation. 


What Is a Direct Tax? 


What is a direct tax and what is an 
indirect tax? Books dealing with taxa- 
tion will say that a direct tax is one 
that may not be shifted, and an indirect 
tax one that may be shifted. This seems 
simple enough, but in practice many 
difficulties have arisen. Three important 
judgments of the Privy Council have 
done much to clarify the situation: the 
Lambe case in 1887, the Kingcome Nav- 
igation case in 1933, and the Afélantic 
Smoke Shops case in 1942. As a result 
of these cases, John Stuart Mill’s defini- 
tion is now generally accepted :— 

Taxes are either direct or indirect. A 

direct tax is one which is demanded from 

every person who it is intended or desired 
should pay it. Indirect taxes are those 
which are demanded from one person in 
the expectation and intention that he shall 
indemnify himself at the expense of an- 

eet 2% 

In the case of the Bank of Toronto 
et al v. Lambe their Lordships said — 
“, . . Amy person found within the 
Province may legally be taxed if taxed 
directly . . . "; and, speaking of the 
right of a Legislature to adopt its own 
measure to ascertain the amount of a 
direct tax payable by a person (in this 
case a bank), they stated:— 

The Legislature has not chosen to tax 
every bank, small or large, alike, nor to 
leave the amount of the tax to be ascer- 
tained by variable accounts, or any uncer- 
tain standard. It has adopted its own 
measure . . . . Whether this method of 
assessing a tax is sound or unsound, wise 
or unwise, is a point on which their Lord- 
ships have no opinion and are not called 
upon to form one, for as it does not carry 
the taxation out of the Province, it is for 
the Legislature and not for the courts of 
law to judge of its expediency. 


These criteria of direct taxation have 
been followed by the Provinces. For 
instance, you will find that in Quebec 
the Corporation Tax Act imposes a tax 
on the corporation itself, but measures 
this tax on the capital and profits; and 
in the case of the Quebec Retail Sales 
Tax Act the tax is imposed on the pur- 
chaser or user, as the case may be, the 
measure of the tax being the retail sale 
price of the movable property. 


Is the Sales Tax Regressive? 

A stock objection against the retail 
sales tax is that it is a regressive tax. 
If this objection is real it applies with 
equal force to the manufacturer's sales 
tax which has been imposed by the 
Federal Government since 1924. In the 
case of that indirect tax there exists 
a pyramiding factor that is much less 
present in the case of a retail sales tax 
which is generally imposed on the final 
sale. 

Regarding this aspect of regressivity 
the Minister of Finance, the Honourable 
Douglas Abbott, has said: 


I think it is safe to say that two-thirds 
of the average Canadian family’s total 
spending is not touched by the sales tax. 
Contrary to the frequent assertion, the 
sales tax does not strike a higher propor- 
tion of the expenditures of the low income 
groups. Calculations based on recent family 
budget studies made by the Dominion 
Bureau of Statistics indicate that in the 
lowest income groups only about one- 
quarter of total income is spent on goods 
subject to sales tax; at the $3,000 a year 
level about one-third of the family income 
is spent on goods subject to this tax. 
This 33% of income spent on taxed com- 
modities extends to beyond the $6,000 a 
year level. Only when incomes exceed 
$7,000 or $8,000 a year does the propor- 
tion of income spent on goods subject to 
sales tax start to decline, and this is just 
about the point where our income tax 
starts to become sharply progressive. To 
say that our sales tax is a harsh regressive 
tax simply is not true. 
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I think this is a very good defence 
of a sales tax; and considering the 
numerous exemptions granted under our 
own provincial Acts — food being the 
most important — I would have no hesi- 
tation to use these same words in defence 
of the sales tax imposed at the retail 
level. 

Jacques Bainville, the French writer, 
wrote in “La Fortune de France”: 
“Liimpét parfaitement juste n’existe pas” 
. . « (there is no such thing as a per- 
fectly fair tax) . .. I am inclined to 
believe that the sales tax is as fair as any 
other tax; in a period of inflation such 
as we have endured since the end of the 
last World War, it seems a very good 
tax because it is far better to spread the 
tax load than to concentrate it too heav- 
ily at a few points. The sales tax can, 
to a certain extent, be considered de- 
flationary. 


The Retail Sales Tax 
In the Provincial Field 

A retail sales tax is now imposed by 
British Columbia, Saskatchewan, New 
Brunswick, Newfoundland, and Quebec, 
but I will deal more particularly with 
the Quebec tax for I am more familiar 
with it. 

Quebec is the only Province where 
the tax is called a sales tax. This does 
not mean, however, that this source of 
revenue is not used for educational and 
social purposes. The Progress of Edu- 
cation Act, 10 Geo. VI, c. 21 and amend- 
ments, contains a provision to the effect 
that one-half of the revenues derived 
from the tax collected in virtue of the 
Retail Sales Tax Act, together with other 
specified revenues, must be deposited in 
a special fund to be used for educational 
purposes. 

The retail sales tax imposed by the 
five Canadian Provinces is a direct tax 
imposed on the purchaser, user, or con- 
sumer of moveable property. Contrary 
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A member of the Quebec Institute 
since 1932, Mr. Roger H. Stanton, 
C.A. spent six years in public ac- 
counting and for the past 15 years 
has been associated with the Pro- 
vincial Government of Quebec. 
He is now Assistant-Comptroller 
of Provincial Revenue. In 1945 
he was one of Quebec’s represen- 
tatives at the Dominion-Provin- 
cial Conference on Reconstruction 
and has also represented his Prov- 
ince at several Dominion-Provin- 
cial Conferences and committee 
meetings dealing with provincial 
financial statistics. 


to the practice generally followed in the 
United States, the tax on purchases made 
at a retail sale and the tax on persons 
bringing moveable property from outside 
the taxing jurisdiction to be used or con- 
sumed in the taxing jurisdiction are com- 
bined in the one statute. In Quebec the 
two distinct taxing sections are s. 4 (sales 
tax) and s. 5 (use tax) of our Retail 
Sales Tax Act, R.S.Q. c. 88 and amend- 
ments. 


It is a well known fact that commod- 
ity taxes in general thrive on inflation 
and the inflationary trend that we have 
witnessed during the last decade, and 
the constantly rising gross national pro- 
duct has resulted in ever increasing 
revenues from sales taxes. In the Prov- 
ince of Quebec the revenue derived from 
the retail sales tax shows a constant rise 
and although this is due in part to im- 
proved collecting methods, inflated 
prices are certainly responsible in a large 
measure for this increase. The figures 
for the last five years (2% provincial 
tax only) are as follows: 


(Thousand Dollars) 
1946-47 19,608 
1947-48 24,334 
1948-49 27,196 
1949-50 29,677 
1950-51 32,810 
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Registration and Accounting 


The retail sales tax is collected through 
the vendors who for this purpose act as 
agents of the Crown. An allowance is 
usually made to these vendors or agents 
and in Quebec they retain 2% of the 
total tax collections, remitting the net 
amount only. Our total administrative 
cost, including this allowance to the 
agents, is slightly over 4%. 

Under retail sales tax Acts no vendor 
is permitted to sell any moveable prop- 
erty unless he is duly registered; the law 
ordinarily provides that his registration 
certificate can be suspended or cancelled 
if the holder is found guilty of any in- 
fringement of the taxing statute. 

Retail sale generally means a sale to a 
purchaser or user for purposes of con- 
sumption or use and not for resale. In 
the Province of Quebec any tangible 
property bought by a person — corpora- 
tion or individual — is taxable unless, 
(a) it becomes a constituent part of other 
moveable property which ultimately is to 
be sold at retail, or (b) it is purchased 
for purpose of resale. 

Vendors are usually required to report 
and remit on a monthly or quarterly 
basis as the case may be. In Quebec, 
we have adopted the monthly basis. 
Considering that we have some 90,000 
accounts, the amount of work involved 
to process all these monthly returns is 
considerable; but, nevertheless, we are 
convinced that in the long run this meth- 
od is the best, not only for the Gov- 
ernment but also for the registered ven- 
dor himself. We feel that infrequent 
returns make it more difficult to collect 
the tax in case of bankruptcies and re- 
moval of business outside the Province, 
and experience proves that the longer 
a tax liability is allowed to run, the more 
difficult it is to enforce payment. 

The office and accounting work in- 
volved in receiving and cashing some 
90,000 monthly returns, especially if you 


consider the fact that we must account 
separately for the municipal and school 
corporation tax, and remit to them twice 
a month, represents, as I have already 
said, a considerable amount of work. 


I need not stress the fact that punch 
card equipment has proved to be an in- 
valuable aid to our sales tax service and 
I believe this has also been the case in 
other Provinces. With the help of this 
equipment, all returns received can be 
cashed daily, balanced, posted to the in- 
dividual ledger card of each agent, and 
a listing made apportioning the tax col- 
lected between Provinces, municipalities, 
and school commissions. The greater 
part of that work is done during the 
short space of 15 days, between the 15th 
and the end of each month, and all our 
delinquent notices are sent out mechan- 
ically at regular intervals. 


Quebec Provincial Revenue Act 


Prior to 1950 the Crown had to com- 
ply with the classical rules of evidence 
and as a claimant in Court had to prove 
all the facts upon which rested its case. 
Section 39(c) of the Quebec statute 14 
Geo. VI, c. 19 (1950) now states that 
subject to certain conditions being ful- 
filled and the issuing of a certificate 
by the Provincial Treasurer, the burden 
of proof will rest with the vendor or 
agent. 


I believe that all the provincial sales 
tax Acts contain somewhat similar pro- 
visions and it is very important that this 
be so for otherwise the administration 
would oftentime be greatly handicapped. 
I might add that s. 42(5) of the Income 
Tax Act gives somewhat similar powers 
to the Minister of National Revenue. 


These amendments to our Provincial 
Revenue Act and a judgment rendered 
in the case of Bilodeau v. Atty-Gen. 
of Quebec have done much to facilitate 
the work of our auditors. This Bilodeau 
case refers to a most important judgment 
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rendered by the King’s Bench Appeal 

Side. The judge rendering this judg- 

ment said in part:— 

The two statutes (Tobacco Tax Act and 

Sales Tax Act) are practically identical. 
The law requires the retail vendor to col- 
lect the tax at the time of sale and obliges 
him to report and to remit this amount 
to the Provincial Treasurer. For this pur- 
pose he is made the agent of the Provin- 
cial Treasurer, with all the obligations of 
a mandatory. The vendor has to keep ac- 
counts and make reports. As already stated, 
in the event of his failure to do so or of 
his making an incorrect report, the quan- 
tities of merchandise sold or delivered may 
be verified and the amount due established. 
The law also provides that an agent of the 
Minister who refuses to collect, account for 
or remit the amount of the tax in accord- 
ance with the provisions of the Act, 
commits an offense and shall be liable to 
certain penalties and must in all cases re- 
mit the amount of the tax. The offense 
includes the failure or refusal to remit 
the amount of the tax in accordance with 
the provisions of the Act; and the amount 
which should have been collected may be 
established by a revenue officer when no 
report is made. 
In my opinion, it is clear that the stat- 
utes create a presumption that the tax has 
in fact been collected, and the vendor is 
held to remit the money he is presumed 
to have received, such amount being estab- 
lished by a revenue officer if necessary. 
The fact that the Minister has also re- 
course against the purchaser, if known, 
does not destroy this presumption ... . 


Revision Committee 


In order to maintain an adequate in- 
ternal control, our practice in Quebec 
has always been to charge accounts re- 
ceivable with any additional assessments 
made by the audit division; and any sub- 
sequent adjustment can only be made by 
way of a credit note. 

After a careful study we arrived at the 


conclusion that it was desirable to set 
up a special committee whose main duty 
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would be, if and when necessary, to an- 
alyze the audit file, interview the col- 
lecting agents or their authorized repre- 
sentatives, and recommend that any as- 
sessment be either maintained or revised 
as the case may be. We felt that such a 
committee would relieve the officers of 
our sales tax service of an enormous 
amount of work and would further im- 
prove our internal control. 


This Revision Committee was insti- 
tuted during the course of 1950. It is 
composed of five members designated by 
the Hon. Provincial Treasurer: two for 
the district of Montreal, two for the 
district of Quebec, and a president. This 
committee reports directly to the Comp- 
troller of Provincial Revenue. 


After studying a case, the Revision 
Committee submits a written report 
to the comptroller, giving their conclu- 
sions and recommendations. This re- 
port is, however, first submitted to the 
chief of service who must either approve 
or disapprove the findings of the com- 
mittee; if he disapproves he must give 
in writing his reasons for so doing. 

The Comptroller of Provincial Rev- 
enue may approve the report or ask that 
a further examination of the case be 
made along certain lines. Once the 
comptroller has approved the report col- 
lecting procedures are instigated if the 
original assessment is maintained, or a 
credit note is issued for the amount ap- 
proved by the Comptroller. Any credit 
note issued must be signed by the com- 
mittee, the chief of service and counter- 
signed by the Comptroller of Provincial 
Revenue. 


Our experience proves that such a com- 
mittee can render useful services and we 
feel that it is now an essential element 
of our sales tax service. 


Inspection and Audit 


The problem of inspecting and audit- 
ing is a complex one and requires the 
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constant attention of the tax administra- 
tor. The sales tax auditor should be a 
competent accountant. Among other 
qualities, he should have judgment, tact, 
initiative, and a good personality. 

The audit division of any tax depart- 
ment is always a very important one and 
I think this is especially true in the case 
of the sales tax which finds its way to 
the public treasury through the inter- 
mediary of thousands of agents of the 
Crown, many of whom lack the requisite 
qualifications. If proper supervision is 
not exercised the result will inevitably 
be that taxes actually paid will not be 
remitted, the consequence being that 
many taxpayers will in fact be called up- 
on to disburse money under false pre- 
tences. 

I really do not know what is the ex- 
perience in other Provinces, but in Que- 
bec during the fiscal year 1950-51, we 
carried out over 5,300 audits represent- 
ing nearly $4.5 millions in additional 
assessments (which includes $1.3 mil- 
lions in tobacco tax). We are satisfied 
with the work done by our audit staff 
but our coverage is still considered in- 
adequate because at the present rate it 
will take us some 18 years to visit once 
each one of our 90,000 authorized 
agents. 

However, the results would not justify 
an increase in our audit staffs to a point 
where all agents would be visited, say, 
yearly. The real answer is an efficient 
method of selecting reports for audits. 
This has been, and very rightly so, the 
subject of many conferences on taxation. 


In the retail sales tax field I believe 
we can say that any efficient system of 
selecting reports for audit depends 
chiefly on a proper classification or codi- 
fication of the accounts, and on a com- 
parison of remittances made by agents 
(vendors) carrying out the same trade 
or business. British Columbia has car- 
ried out interesting experiments in this 


particular field, and I understand that 
the results have been entirely satisfactory. 


An inspection division is also a ‘“‘must”’ 
for any sales tax service. This division, 
if well organized and if the inspectors 
are carefully chosen and well trained, 
can render innumerable services both to 
the public and to the tax department. 
There should exist the closest of coopera- 
tion between the inspection and audit di- 
visions, the former carrying out the pre- 
liminary investigation work, the latter 
being used exclusively for the more im- 
portant audit work. 


All our field men in addition to being 
proficient in their work, should also be 
familiar with what is generally known 
as public relations. They are daily in 
direct contact with the public, and al- 
though the task of collecting taxes is 
a thankless one they should be taught to 
realize that they are representatives of 
the government which, in a democracy, 
is the servant of the people. They must 
at all times be polite, courteous and do 
their utmost to advise and assist the 
licensed vendors or agents regarding 
their sales tax problems. They must 
exercise firmness, dignity, judgment, and 
fairness. 


Regulations and Instructions 


Decisions have continually to be made 
by every tax administration on matters 
which do not appear to be specifically 
solved by the wording of the taxing stat- 
utes. Therefore the need arises of sup- 
plementing in more precise details the 
principles laid down in these taxing stat- 
utes according to the true intent of the 
legislators as expressed in the Act; and 
this is the reason why tax laws have 
generally a section giving the Minister 
entrusted with their execution the power 
to make rulings for the purpose of carry- 
ing into effect the provisions of the 
Acts according to their true intent or of 
supplying any deficiency therein. In ad- 
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dition to the regulations the Courts ren- 
der decisions which from a_ practical 
point of view become aids in the con- 
struction of taxing statutes. 

These regulations and interpretations 
decide how the tax should be applied in 
certain special cases: lump-sum or cost- 
plus contracts; moveable property brought 
in the taxing jurisdiction by persons not 
ordinarily residing or carrying on busi- 
ness in the Province; purchases of move- 
able property for consumption or use by 
manufacturers selling both in and out- 
side the Province; what is and what is 
not children’s clothing and children’s 
footwear (which under the Quebec 
Sales Tax Act are exempted from the 
tax), and many other cases. 

These regulations and instructions are 
not identical in all taxing jurisdictions 
and the validity of many of them will 
only be finally tested when brought be- 
fore the Courts. 


The Retail Sales Tax 
in the Municipal Field 


I think it can be truly said that muni- 
cipalities are creatures of the Provinces 
and that whatever powers of taxation 
they possess have been delegated to them 
by the legislatures. 

Municipal governments in Canada are 
beginning to experience serious difficul- 
ties and it would seem that this is likely 
to be even more so in the immediate 
future. The expenditure budgets have 
been steadily increasing due not only to 
constant demands for public works and 
other local improvements, but also to in- 
creased operating expenses resulting from 
the expanding spiral of inflation; late- 
ly they have had also to contend with 
increased cost of financing owing to 
higher interest rates. 

With municipalities searching for new 
sources of revenue the sales tax in Que- 
bec is proving to be ever more popular. 
Such a tax is presently imposed by 20 
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municipalities and 20 school commis- 
sions. As a rule the municipal rate is 
the same as for the provincial tax, i.e., 
2% while the school commissions’ rate 
is usually 1%. 

To give you an idea of what the sales 
tax means to a municipality, here are 
for the cities of Montreal and Quebec 
certain statistics relating to the fiscal year 
1950-51:— 


City of City of 
Montreal Quebec 
Total sales tax revenue 
(millions)1 0.00.0... $12.1 $ 1.6 
Sales tax revenue per 
MRR Fock cs8 9.82 7.62 
Percentage of sales tax 
revenue to total tax 
POPE secs esse: 24.1% 21.9% 
Percentage of sales tax 
revenue to total rev- 
CONES | ibe heasec ness 17.2% 19.7% 


Although the general property tax is 
still the most important source of rev- 
enue of our Quebec municipalities, and I 
believe this is also true in the case of all 
Canadian and American municipalities 
taken as a whole, the figures I have just 
given for Montreal and Quebec show 
the importance of the sales tax as a 
source of revenue when applied in the 
municipal field of taxation. I might add 
for the fiscal year 1950-51 total sales tax 
collections for Quebec municipalities and 
school commissions amounted to $25.9 
millions. 

It might be interesting to add that the 
sales tax revenue is equal to 10.1 mills 
for Montreal and 10.7 mills for Quebec 
in the property tax rate. I understand 
that in British Columbia, for the fiscal 
year ended March 31, 1951, an amount 
of $9.5 millions was distributed to muni- 
cipalities; and that this amount, repre- 
senting 1/3 of the net provincial sales 





1 (excluding amounts distributed on a popu- 
lation basis to certain surrounding muni- 
cipalities, and also the 1% sales tax for 
school purposes) 
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tax revenue, was the equivalent of over 
15 mills in the tax rate of these muni- 
cipalities. 

The City of Montreal was the first 
governmental unit in Canada to impose 
a sales tax at the retail level by amend- 
ment to its charter, the provincial statute 
being 25-26 Geo. V, c. 112, sanctioned 
on April 11, 1935. 


Soon after the coming into force of 
the provincial Act the City of Montreal 
expressed its willingness to have the 
Provincial Treasurer administer the sales 
tax of the city and of certain municipali- 
ties under the control of the Montreal 
Metropolitan Commission. An agree- 
ment was duly signed on October 21, 
1940 whereby the Comptroller of Pro- 
vincial Revenue was authorized to col- 
lect the municipal sales tax. This agree- 
ment which had a retroactive effect to 
July 1, 1940, set forth that the main ad- 
vantages derived from centralized col- 
lecting unit were:— 

1. Avoidance of duplicate administrative 
expenses by both governments; 

2. Avoidance of conflicts of interpreta- 
tions; 

3. Avoidance of additional expenses and 
additional work for the collecting 
agents (vendors) caused by the keep- 
ing of separate accounting records, and 
by the duplication of returns, remit- 
tances and inspections. 


Furthermore, the Provincial Treasurer 
of the Province has been authorized to 
exercise the rights of all municipal corp- 
orations on behalf of whom he would be 
collecting the sales tax whenever legal 
proceedings had to be taken to collect the 
sales tax of such municipalities. 


Quebec Statute 4 Geo. VI, c. 74 and 
amendments, and By-Law 776 imposing 
a sales tax in the territory of the City of 
Quebec and certain surrounding muni- 
cipalities, contain what I think is an im- 
portant provision regarding the double 





Accountant, June, 1952 


imposition of the sales, use or consump- 


tion tax against the same person. Sec- 
tion 4 reads: — 
However, the said tax shall not be 


levied when a similar tax is also imposed 
in the Province of Quebec on such sale, 
for the benefit of another municipality in 
which such sale took place. There shall 
be no double imposition of the sales, use 
or consumption tax against the same per- 
son in relation with the same purchase, 
use of consumption. 


We have already seen that the Provin- 
cial Revenue Control Act gives the power 
to the Provincial Treasurer, whenever 
the need arises, to issue a certificate es- 
tablishing the amount of tax due by a 
collecting agent (vendor). This provi- 
sion in the Act applies mainly to the pro- 
vincial tax of 2%; but the various muni- 
cipal Acts contain somewhat similar pro- 
visions regarding the powers of the City 
Treasurer. 


In the Province of Quebec the sales 
tax accruing to the Provincial Govern- 
ment, municipalities, and school corpora- 
tions, although imposed under separate 
statutes, are nevertheless administered as 
if they were embodied in a single Act. 


Whenever a municipality or school 
corporation is desirous of levying a sales 
tax, a Bill is submitted to the Legislature 
asking permission to pass definite by-laws 
to that effect. This request is usually 
granted and the taxing statute in most 
cases closely resembles the provincial Act. 


Once a municipal sales tax has been 
imposed the municipal corporation, act- 
ing on its own free will, requests the 
Provincial Treasurer to administer this 
tax and once the agreement has been 
signed the Comptroller of Provincial 
Revenue is authorized to collect and re- 
mit the tax which for all practical pur- 
poses becomes, from then on, a provin- 
cial affair. However, it is important to 
add that each party can terminate the 
agreement by giving six months’ notice. 


Sales Taxation in the Provincial and Municipal Fields 


The system adopted in Quebec works 
very smoothly because of the full coopera- 
tion that exists between the various tax- 
ing jurisdictions; and although each level 
of government remains master of its own 
taxing policies, we have achieved 
through cooperation and mutual under- 
standing a well integrated system of 
sales taxation having practically all the 
advantages of a unique tax: — uniform- 
ity of sales tax ordinances, interpreta- 
tions and exemptions; single tax return 
remittances and audit; and also reduction 
of administrative expenses. We feel that 
this system, although it might present 
certain complications from an accounting 
viewpoint, carries a distinct and import- 
ant advantage in that it preserves the in- 
dependence of each governmental unit 
and does not infringe upon the absolute 
right of municipalities and school com- 
missions to decide for themselves. 


Very few people will deny that gen- 
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erally speaking once a retail sales tax 
has been imposed in a State or Prov- 
ince, it becomes a part of the taxation 
system that usually remains. 

It is well to remember that all levels 
of governments have tremendously ex- 
panded financial demands for education, 
welfare, public health, etc., and as men- 
tioned in a recent report of the Senate 
Standing Committee: “Scarcely a week 
passes without some group of people, or 
some organization, pressing upon some 
government somewhere in Canada, some 
project for spending more public money 

... I for one believe that our Can- 
adian Provinces and municipalities should 
assume their own responsibilities and, as 
much as possible, raise their own rev- 
enues, thus reacting against the relent- 
less force that is drawing the scope of 
governmental initiative, responsibility 
and decisions, farther and farther away 
from local governments. 











Inventories 





By Harry E. Bailey, B.Com., C.A. 


Internal departmental 
arrangements for physical taking of inventory 





_ physical inventory of a manu- 
facturing company poses many 
problems each year. At the present time, 
when the inventories of many organiza- 
tions are at an all-time high, these dif- 
ficulties become even more pronounced. 
Stock-taking is usually a major operation, 
requiring a plant shut-down and the par- 
ticipation of most departments. 

I propose, however, to deal only with 
productive material inventories by con- 
sidering each department separately and 
thus keep inter-departmental ramifica- 
tions to a minimum. 


Departmental Responsibilities 

The prime responsibility of the Ac- 
counts Payable Department is to ascer- 
tain that on all materials received, or in 
transit and relative freight, duty and 
tax have been recorded in the books of 
original entry and charged to the ap- 
propriate inventory accounts. Some or- 
ganizations also include responsibility 
for control of materials on consignment 
to suppliers for fabrication into com- 
ponent parts. In such instances, arrange- 
ments should be made with the supplier 
to permit company representatives to take 
a physical inventory of those materials. 


The Cost Department should be re- 
sponsible for the design and ordering 
of inventory tags and the obtaining of 
ball-point pens to be used in the writing 
of the tags. In addition, if the inventory 
is such that considerable weight-counting 
is required, rubber stamp W’s, to indi- 
cate on the inventory tag the method 
of counting, should be made available. 
All parts or material costs should be 
scrutinized for violent fluctuations, as 
possible indication of costing errors and 
to ensure accurate inventory valuation. 
Transfers between inventory accounts 
should also be examined for propriety 
and accuracy to reduce post-inventory 
adjustments. 


The Engineering Department should 
be requested to have personnel available 
to assist in the identification of parts, if 
necessary. This is particularly import- 
ant if the inventory is known to contain 
any obsolete materials with which the 
productive departments are not familiar. 


The Manufacturing Department func- 
tions are our next consideration. 


The factory manager should be re- 
quested to have adequate personnel avail- 
able to perform the actual physical count 
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under the jurisdiction of the Material 
Control Department and to so arrange 
the vacations of the salaried staff that 
necessary supervision is present during 
the inventory. 


Minimizing Disruption of Production 

Production should be so scheduled that 
the shut-down will involve a minimum 
of disruption. The last one or two days 
prior to inventory should see a gradual 
reduction in production in order that 
the necessary housecleaning time will be 
available to remove all scrap and refuse, 
and to put everything in its proper place 
and to sort all items into like groups, 
Every effort should be made to bring 
each part or assembly to the most con- 
venient stage of completion for inventory 
purposes. 

Production should not be expected to 
return to a normal level the first day 
following the inventory period. 


In the Receiving Department a definite 
cut-off date should be established, after 
which time no materials should be re- 
ceived for inventory purposes. A so- 
called “Bonded Area” should be set up 
for the storage of materials received 
after the cut-off date. 


The number of the last receiving re- 
port issued for inventory materials 
should then be communicated to all in- 
terested parties. 


If part cars of material remain on the 
siding as at inventory date and receiving 
reports have not been completed, the 
Receiving Department should prepare a 
complete list of materials still to be un- 
loaded as verification of inventory in 
transit. In the event receiving reports 


have been made out, the cars should be 
unloaded and inventoried in the regular 
manner. 

The Purchasing Department should so 
schedule purchases, that there will be a 
minimum of materials delivered to the 
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plant immediately prior to and during 
the inventory period. Plans should be 
made to compile a record inventory if 
a perpetual inventory is not maintained 
in order that a quick comparison of 
quantities can be made at the completion 
of the count to reveal any major dis- 
crepancies before production begins. In 
such instances a recheck can then be 
made. 

If this department is responsible for 
materials on consignment to suppliers 
(rather than accounts payable as referred 
to previously) mecessary inventory ar- 
rangements should be made. 


The Traffic and Purchasing Depart- 
ments should also expedite the return 
of any defective materials to suppliers to 
reduce the volume of items to be count- 
ed. 


Production Control 
Department’s Function 


The Material Control or Production 
Control Department is of prime import- 
ance 

This department is usually responsible 
for the taking of the physical inventory 
and enters more into pre-inventory pre- 
parations than any other department. 

These preparations should include:— 


(1) The clearing of all salvage ma- 
terials. 

(2) The preparation of a complete 
inventory organization chart allo- 
cating supervision and staff to 
specific inventory areas. It is 
suggested that copies of this chart 
be posted on bulletin boards 
throughout the plant prior to the 
inventory to ensure that all per- 
sonnel are familiar with their 
reporting point when the count 
starts. 

(3) The placing of identification tags 
on all possible parts and ma- 
terials. It is recommended that 











the unit of measure also be indi- 
cated to avoid conversion from 
feet to pounds or number of 
sheets to square feet, etc. for 
costing purposes. 

(4) The holding of educational meet- 
ings for all inventory personnel 
involving informal talks and dis- 
cussions regarding the counting 
of materials, the control and 
writing of inventory tags, and 
other pertinent problems. Hu- 
morous skits showing the right 
and wrong methods of conduct- 
ing a physical count may be 
found helpful in impressing per- 
sonnel with their duties and re- 
sponsibilities. 

(5) The obtaining of necessary 
counting scales for parts where 
hand counting is not feasible. 


Establish Inventory Committee 


It is further recommended that an 
inventory committee comprised of senior 
members of the departments concerned 
with the inventory be established. Meet- 
ings should be started at least three 
months prior to inventory date to allow 
sufficient time for discussion of all pos- 
sible problems and make any necessary 
recommendations to management regard- 
ing major changes in procedure. These 
meetings should be convened at frequent 
intervals if all ground is to be covered 
sufficiently in advance of the inventory. 
Detailed minutes should be kept for 
reference purposes for the subsequent 
years’ committees. 

The Comptroller's Department should 
notify the company’s public auditors of 
the inventory date in order that they 
can arrange to be present during the 
actual count if they so desire. 

If your organization uses a machine 
accounting service for inventory pur- 
poses, arrangements should be made well 
in advance to ensure that equipment will 
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be available for the job and so reduce 
any chance of delays in the preparation 
of inventory listings. 


Last year’s procedure should be closely 
scrutinized for necessary amendments, 
discussed with the inventory committee 
and revisions made if required. Dis- 
tribution and reading of the procedure 
should be as wide as possible. 


Time Schedule 


The establishment of a schedule with 
dead-line dates for the completion of all 
phases of the preparations is recommend- 
ed. This schedule should be strictly 
adhered to with a follow-up being dele- 
gated to one responsible member of the 
organization if last minute hitches are to 
be avoided. 


In some instances, a plant tour by 
management one or two days prior to 
inventory to impress all and sundry with 
the importance of this function has been 
found beneficial in obtaining co-opera- 
tion from all departments. 


Maintenance departments are prone 
to undertake large painting programs 
during plant shut-downs. Requests 
should be made that no areas or equip- 
ment be painted which will interfere in 
any way with taking the inventory. 


Supervision 

As an additional check, it is also sug- 
gested that a specific group be organized, 
within the Comptroller's Department, to 
move around the plant scrutinizing the 
method of counting and checking for 
adherence to procedure, and to make 
test counts of their own. This is par- 
ticularly important if storage space is at 
a premium and some materials are piled 
in front of others. Test counts can then 
be made while the material is being in- 
ventoried by the regular counting teams 
and additional moving by the material 
handling section can be avoided. 
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An Application of 





Whole Dollar Accounting 


By Wayne R. Archerd 


“Cents-less” accounting is 
the opposite in fact to its sound 





pape the past 50 years, cost ac- 
counting has been in a state of con- 
tinual progress. Over the last 30 years 
such progress has been rapid. But pro- 
gress never ceases — there are always 
new ideas being developed and tried by 
some companies, although many com- 
panies are loathe to change their exist- 
ing systems and to experiment with any 
new method or theory. Generally, the 
basic reasons for changing an existing 
accounting practice is to reduce clerical 
expense or to produce more intelligent 
(and readable) reports, or a combination 
of these two. It has been found in re- 
cent years by various companies that the 
elimination of the pennies from many 
or all reports and from most accounting 
entries has produced both of these re- 
sults. It is natural that this is so, for in 
making cost distributions, in listing fig- 
ures, and in typing reports, much clerical 
effort can be saved if pennies are ig- 
nored. 


The terms, “pennyless accounting’, 
“cents elimination”, or ‘whole dollar ac- 
counting”, have been used to identify this 
ignoring or elimination of pennies, to 
the greatest extent practicable, from ac- 
counts and reports. It also has been 


termed “‘cents-less accounting”, although 
some persons have been inclined to make 
a pun of the word and to say it is 
“senseless” accounting. With that defi- 
nition we cannot agree, nor will they, 
once they have adopted it in any ma- 
terial degree and realized its saving. 
The effect of cents values will be found 
to be of little importance except in those 
few accounts where it is necessary to 
know the exact cents balance. 


Pioneering in Cents Elimination 


We believe that Bethlehem Steel Com- 
pany was a pioneer in accounting in 
whole dollars, for as early as 1928 it 
adopted what it has called ‘‘cents elimin- 
ation”. This procedure was outlined by 
its vice president and comptroller, F. A. 
Shick, in the issue of the Journal of Ac- 
countancy for November, 1941, in which 
he stated that Bethlehem had adopted the 
plan 14 years before that date. Bethle- 
hem Steel, therefore, has more than 20 
years of experience in this accounting 
practice and has found it to be highly 
beneficial in every respect. It believes 
that it has gone further in this type of 
accounting procedure than most com- 
panies, and yet it is continually studying 
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to determine further improvements along 
this line. As a result of these studies, 
certain important changes have been 
made in recent years. 


Many years ago Bethlehem’s subsidi- 
ary railroads started preparing the reports 
for the Interstate Commerce Commission 
on the basis of whole dollars only and, 
after several conferences with the com- 
mission secured its approval thereof. 
Since that time, all such reports have 
been in whole dollars. In addition, all 
income tax returns of our various com- 
panies are made on the whole dollar 
basis and this has the approval of the 
tax authorities. We recommend that 
other companies give consideration to 
submitting their tax returns on the basis 
of whole dollars only, for simplification. 


Alternative Methods 
of Whole Dollar Accounting 


Just what do we mean by the terms 
“whole dollar accounting” or “cents 
elimination”? We refer, in using such 
terms, to a determination of the manner 
in which such cents or pennies are to 
be recorded in the books and statements 


and the point beyond which their fur- | 


ther accounting is unimportant and very 
costly. It is recognized, of course, that 
at the present time such accounts as cus- 
tomers’ ledgers or accounts receivable, 
accounts payable, cash, etc., must be 
stated in dollars and cents (although 
there is an attempt today on the part of 
some companies to secure the approval 
of certain customers, at least, for render- 
ing invoices in whole dollars only). As 
will be explained in more detail, Bethle- 
hem Steel has followed a simplified pro- 
cedure of invoicing for many years to 
the extent that it has rendered its inter- 
plant and inter-company billings in whole 
dollars only. Such inter-plant and inter- 
company billing is a very substantial 
figure, exceeding $300,000,000 in a re- 
cent year on our steel division alone. 
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Other than for the above-mentioned 
accounts, cents are merely bothersome and 
we believe should be eliminated from 
the records as promptly as possible. Cer- 
tainly the busy executive will benefit 
from receiving reports which are not car- 
ried beyond whole dollars, as witness 
the further tendency today for many such 
reports to be stated in thousands of dol- 
lars, the adoption of such a practice de- 
pending to a considerable extent upon 
the size of the company which is report- 
ing. 

The elimination of pennies may be ac- 
complished in one of two ways. The 
first is by dropping them or, as Bethle- 
hem formerly did on sales invoices, by 
separately listing and controlling the 
pennies as they appear on each transac- 
tion and then, at the month end, making 
an entry to some established account for 
the total value of all of the dollars and 
cents arising from this penny accumu- 
lation. The second is by rounding-off 
the pennies so that where the pennies 
are less than 50c they are dropped (sep- 
arately controlled) but where they are 
over 50c they are considered an added 
sales dollar. Thus, $2.48 would be 
accounted for as $2, but $2.55 would 
be recorded as $3, with the complement 
of the pennies shown as a credit of $.45. 
Bethlehem Steel uses the latter method 
in most of its penny elimination, thereby 
keeping the monthly adjustment at as 
low a figure as possible. 


Industrial Characteristics 
of the Company’s Operations 


Before we go into details of Bethle- 
hem’s accounting practices in this re- 
spect, it will be relevant to give a few 
facts about this corporation. These facts 
will point up the broader significance of 
our procedures. 

Bethlehem Steel is an integrated corp- 
oration with more than 75 subsidiaries. 
By the word “integrated,” we mean that 


an a enone 22 se 


i? —_ mas ah tlt ae, Ce oe (CO 








An Application of Whole Dollar Accounting 


in addition to steel plants, fabricating 
shops and shipyards, it produces, and 
in some cases transports, the materials 
out of which steel is made. This is to 
say that it owns and/or operates ore 
mines, coal mines, limestone properties, 
railroads, lake and ocean steamship com- 
panies, light, heat and power companies, 
real estate companies, municipal and in- 
dustrial water companies, oil well supply 
stores, etc. In its 11 shipyards, it has 
the largest capacity to build ships of any 
company in the world. It is the second 
largest company in the United States in 
the production of steel, with a capacity 
of 16 million tons of ingots and slightly 
less than 12 million tons of trade ship- 
ments of finished steel products per year. 
This capacity is just about equal to that 
of the entire steel industry of England. 
The company has approximately 150,000 
employees and so ranks high among the 
leaders in industrial employment in the 
United States. 


In its 10 steel producing plants and 13 
structural fabricating shops, Bethlehem 
utilizes hundreds of different inventory, 
production and shipment accounts. In 
many cases, more than one plant will 
utilize the same account symbol where 
an identical product is produced. In 
addition to the basic product accounts, 
each such account may be sub-divided 
into many grade classifications, depend- 
ing upon the chemical analysis of the 
har, structural shape, sheet or other prod- 
uct, and this grade classification becomes, 
in most instances, a separate inventory 
segregation and is shown separately on 
the manifest for shipping purposes.* 


1The above information is given here in 
order to point out that: 

a. Bethlehem operates many and varied busi- 
nesses and all are able to utilize cents 
elimination to some degree. 

b. One or more of these businesses may not 
be widely different in size and complex- 
ity from companies in medium volume 
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Characteristics of the Company’s 

General and Cost Accounting 

In Bethlehem’s accounting system all 
transactions during the year between the 
general ledger and the plant ledgers of 
a particular company are carried through 
a factory control account of which there 
is a subdivision in the general ledger for 
each operating plant or other unit (for 
example, Account 20A — Bethlehem 
plant), while transactions between plants 
and/or companies are handled through 
another control account termed “‘inter- 
company balances”. At the year end or 
other closing period, such controlling ac- 
counts are eliminated by merging the 
plant ledger accounts (inventory, cash, 
etc.) with the comparable home office 
general ledger accounts to get the corp- 
orate consolidated picture. 

The cost accounting in a steel plant 
consists of a large number of cost cen- 
tres, i.e., manufacturing and service de- 
partments. Charges for labour, material, 
and overhead expense are made to these 
cost centres or direct to manufacturing 
(job) orders for contract work in pro- 
gress. The total monthly expenses of 
the cost centres representing service de- 
partments are spread to the other cost 
centres or to manufacturing orders on 
one. of the following bases, whichever 
is most applicable: 

1. Monthly man-days in each depart- 

ment 

. Drafting hours 
Steam furnished (b.h.p. hrs.) 
Water furnished (M. gal.) 
. Hydraulic power furnished (M. gal.) 
Pneumatic power furnished (M. cu. 
ft. air) 
7. Electric light and power furnished 

(M.k.w.h.) 

8. Service rendered 
9. Oxygen or acetylene furnished (C. 
cu. ft.) 


AW RYN 


brackets. These should not be too hasty 
in deciding that they could not benefit 
from the adoption of this procedure. 
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10. Material value charged 

11. Labour hours 

12. Machine hours 
The total expenses of the service depart- 
ment cost centres are in turn charged 
to inventory accounts or to job orders, 
where applicable, on one of a variety of 
bases. These include labour hours, 
weight furnished, etc. 


Whole Dollar Accounting: 
The Particulars 


In outlining the specific procedure 
under which various items are handled 
by Bethlehem Steel, it is the plan of 
this article to start with the cost rec- 
ords and proceed to the general ac- 
counts and reports. 


Purchases from Vendors 
(Except Stores) 


The accounts payable vouchers for 
material purchases are set up on the 
books as a liability in dollars and cents 
exactly as charged by the vendor, and 
are paid in dollars and cents. The 
accounts payable division in making its 
register distribution of these invoices 
to the various plants utilizes a form 
which provides for registering to each 
plant the rounded-off whole dollars of 
such vouchers, throwing the pennies 
(debit or credit) into a column for 
“cents”. The plant is concerned with 
the dollars column only. 


At the end of the month, the total 
of the vouchers, as determined by the 
home office accounts payable depart- 
ment, is credited (in dollars and cents) 
to accounts payable on the liability side 
of the balance sheet, while the debit 
entries, which have been transferred to 
the respective plants through the con- 
trol account, are made by the plant in 
whole dollars to the proper inventory 
accounts. The dollars and cents amount 
which represents the monthly accumu- 
lation of the cents column, is charged 
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or credited to a general ledger ac- 
count, commercial discount, which is 
a miscellaneous profit and loss account 
in the general ledgers. 

It will be seen from this procedure 
that the plant accountant, upon receipt 
of vouchers and the transmittal regis- 
ter, has been charged whole dollars 
only, so that he distributes only whole 
dollars to his inventory accounts. If 
any such charge is to be distributed 
among various accounts on a percent- 
age or some other proportionate basis, 
the accountant makes such distribution 
in whole dollars only, on the “give and 
take” plan. 

Accounts payable vouchers covering 
charges to operating expenses or to 
construction orders, are handled un- 
der the same accounting procedure as 
are those for materials purchased from 
outside vendors. The liability to the 
vendor is established in dollars and 
cents, but the distribution to accounts 
is in whole dollars only, rounded off, 
with the pennies going into a separate 
account. 


It may be noted here that materials 
purchased from other plants or com- 
panies of the corporation are on in- 
voices which have been extended in 
whole dollars only, so that there is no 
“penny” problem in distributing them 
to the accounts affected. 


Distribution of Stores 


Miscellaneous stores and supplies, 
mainly of an operating expense char- 
acter, present a special problem. At 
the time of their accumulation for cost 
accounting purposes, generally two or 
three times each month, the credit 
amount is established in whole dollars 
by giving or taking on the net cents in 
the aggregate of all requisitions (by 
totalling the dollars and cents in the 
same addition) for each stores account 
and the debit also is adjusted to the 
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whole dollar to agree exactly with the 
amount of credit determined for the 
value of all stores issued. Requisitions 
affecting charges to an account such as 
Bethlehem’s account Q-5, which is 
named labour, material and expense 
incurred for others (which requires the 
eventual billing to a customer of the 
exact cost so accumulated), are treated 
dually. Costs are charged on the whole 
dollar plan, while the exact amount 
(dollars and cents) is accumulated for 
billing purposes. 


Distribution of Freight 


Inbound freight as paid by the works 
accounting department is a credit to cash 
and a charge to an inventory account for 
unaudited freight. This entry is in 
dollars and cents. Distribution to the 
various accounts is in whole dollars on 
the “give and take” principle and the 
cents remaining are charged or credited 
to an inventory account for cents elimin- 
ation in the works ledger. 


Outbound prepaid freight is a credit 
to cash and a charge to the same un- 
audited freight account in dollars and 
cents. The total amount of such freight 
is cleared each month by a journal entry 
crediting unaudited freight in dollars 
and cents, while debiting the plant 
control account with whole dollars and 
debiting the plant’s cents elimination 
account with the cents. This transfers 
outbound freight from the works ledg- 
ers. To enter it on the general ledgers 
(home office), a journal entry is pre- 
pared which charges a miscellaneous 
liability account on the general ledgers 
termed “provision for transportation”, 
in dollars and cents, while crediting the 
home office control or clearing account 
in whole dollars and crediting the cents 
to commercial discount. 


The entries outlined above for this 
prepaid, outbound freight might look 
like the following: 





Works ledger: 
Unaudited freight $2,530.18 
Cash $2,530.18 
To record the pay- 
ment of the freight 
bill 
Home office (control 
account) 2,530.00 
Cents elimination 18 
Unaudited freight 
To transfer to the 
home office gen- 
eral ledger 
General ledger: 
Provision for prepaid 
transportation 
Plant (control 
account) $2,530.00 
Commercial discount 18 
To pick up the 
above transfer 
from the plant 
Merchandise sales 
value $2,530.00 
Commercial discount 18 
Provision for pre- 
paid transportation 
To establish the 
provision from 
customers’ invoices 
at the time bill- 
ing is rendered 


The Matter of Payrolls 


Wage payments to hourly rated or 
piece-work employees will, of necessity, 
be calculated in dollars and cents and 
so paid. In distributing and charging 
such direct or indirect labour expense 
to the proper processing or production 
account, job order cost sheet, factory 
expense account or miscellaneous ex- 
pense account, only whole dollars are 
charged, again using the “give and 
take” method, while the few cents re- 
maining from such payroll distribution 
are charged or credited to the cents 
elimination inventory account on the 
works ledger. Here, again, Bethlehem 
has eliminated all pennies from the 
detailed distribution, so that the ac- 
counting thereafter is maintained in 


2,530.18 


$2,530.18 


$2,530.18 
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whole dollars only. At the year end, 
the works ledger account for cents 
elimination is transferred to the home 
office where it is taken to profit and 
loss as an inventory adjustment. 


In exceptional cases, a distribution 
involves rendering invoices for the 
exact cost incurred (usually applying 
to miscellaneous accounts, such as the 
one referred to earlier, labelled Q-5— 
labour, material and expense incurred 
for others), while the cost accounts are 
charged in the same manner as all other 
accounts on the whole dollar basis. In 
these cases, there is an additional record 
maintained for billing purposes only, 
upon a dollar and cents basis. 


Use of Whole Dollars in 
Process and Departmental Costing 


Thus it is that charges to production 
for material, for labour, and for expense 
are recorded in the works control ac- 
counts, as well as in the detailed ac- 
counts thereunder, in whole dollars 
only. When the monthly cost of pro- 
duction of a department is determin- 
ed in whole dollars, it is generally 
resolved into a dollars and cents per 
ton rate or, in a few instances, in a 
rate per pound. In the case of a pro- 
cessing department, this rate will then 
be used (after adding a factor for 
shipping expense) as the rate which, 
when extended by the tonnage which 
moves to the next processing depart- 
ment, will give the amount of cost to 
carry forward in such production. How- 
ever, this extension will be carried to 
the production or costing sheet in 
whole dollars only. Thereafter, as the 
product moves from operation to oper- 
ation until completed for shipment, the 
labour and expense in each further 
processing shop, as well as any addi- 
tional materials that may be used, will 
be charged in whole dollars as out- 
lined above. This practice is carried 
throughout all production operations to 
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the finished inventory ready for ship- 
ment. 

Where service departments are in- 
volved (departments producing light, 
heat, power, water, etc.), the procedures 
outlined above are followed in ac- 
cumulating the cost of labour, over- 
head and supplies. The distribution of 
accumulated expense to the pertinent 
operating departments is made on 
various bases, but always in whole dol- 
lars only. 


In many, if not most, of Bethlehem’s 
steel producing departments, there is 
scrap remaining from cutting, turning, 
boring, scarfing, chipping or other op- 
erations. This scrap is credited to the 
department which produced it (and to 
the product account and/or order 
within such department), and charged 
back to the scrap yard at an establish- 
ed rate based on current market condi- 
tions. This credit is rounded off to 
whole dollars after the pounds so sal- 
vaged are extended at the scrap rate 
per ton. 


Inventories, 
Transfers and Operating Profits 


Inventory accounts, except for the 
two accounts heretofore mentioned — 
cents elimination and unaudited freight 
bills — are maintained throughout in 
whole dollars, and all charges or credits 
thereto are likewise in whole dollars. 
Annually, as physical inventories are 
taken, although the quantities are ex- 
tended on dollar and cent per ton 
rates, the extensions are rounded off 
to the nearest whole dollar. 


All entries by the plants to either 
of the two plant control accounts — 
inter-company balances and home office 
— are in whole dollars. If cents must 
be transferred to another plant or di- 
vision, the plant inventory account for 
cents elimination is charged or credited 
on the receiving plant’s journal voucher 
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and the same account is credited or 
charged on the forwarding plant’s jour- 
nal vouchers. If cents be transferred to 
the home office, then the general ledger 
commercial discount account is charged 
or credited on the home office journal 
voucher and cents elimination is credit- 
ed or charged on the plant’s journal 
voucher. As stated above, the plant’s 
cents elimination account is cleared 
to inventory adjustment at the year-end. 


It follows naturally from the above 
method of keeping records that all of 
the reports prepared by the various 
plant accounting departments for oper- 
ating and top management are prepared 
in whole dollars only, although it is 
customary to show per ton rates in dol- 
lars and cents on certain reports. 
Others show rates in whole dollars per 
ton only. This elimination of the 
cents serves to save the time of man- 
agement in reviewing results for the 
month. In fact, if this were the only 
saving, we believe it would be of suf- 
ficient value to merit consideration of 
the plan of recording in whole dollars. 


Billing Procedures 

It was stated previously that it is the 
practice of Bethlehem to invoice in 
whole dollars only, material shipped 
between plants and companies of the 
corporation, although invoices to trade 
customers are in dollars and cents and 
are so posted to the accounts receivable 
ledgers. 

The distribution of billing on each 
invoice is made by the billing operator 
at the bottom of each invoice. She 
takes the accounts receivable value, 
separately records and deducts any 
freight provision, sales commissions or 
other such deductions, and then calcu- 
lates the remainder to the nearest whole 
dollar, recording this under the mer- 
chandise sales classification, so that the 
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pennies as shown (and to balance) are 
always less than 50c and may be either 
a debit or a credit. 

At the time that each invoice is 
registered and controlled by company 
and type of billing, it is listed on a 
form like that represented by Exhibit 1. 
It will be noted that the accounts re- 
ceivable value is shown in the left-hand 
column in dollars and cents. The dis- 
tribution is taken from the lower por- 
tion of each invoice. Cents are posted 
in the third column. In the columns to 
the right are listed provision for sales 
commission, freight or other transpor- 
tation provision, etc., which must be 
in dollars and cents and the remainder 
of the billing value, which Bethlehem 
terms merchandise sales, is in whole 
dollars only and is recorded in the 
second column from the left. Standard 
cost, where figured on each invoice, is 
register controlled at the extreme right 
of the form. It will be noted from 
this that Bethlehem does control the 
pennies on each invoice. It never ar- 
tives at any penny elimination by 
guessing or by a monthly adjustment 
of certain incomplete accumulations to 
a predetermined total. 

It is the merchandise sales value 
column (whole dollars) which is re- 
corded through tabulating cards by 
plant, product account, grade analysis, 
sales classification, district office, cus- 
tomer, etc., and against which the cost 
in whole dollars is applied to deter- 
mine gross profit. All reports of tons 
shipped are in whole tons. All reports 
of sales, cost and profits are in whole 
dollars. Reports are issued recording 
tonnage, billing values, and/or profits 
by plants and by departments or divi- 
sions within the plants, by district sales 
offices, by certain customers, by com- 
panies, etc. All are issued in whole 
dollars. 
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Exhibit 1 


At the end of the monthly account- 
ing period, the total amount from all 
register controls under the column for 
merchandise sales value in whole dol- 
lars, plus the dollars shown in the 
total of the cents column, are credited 
in one figure to the general ledger 
profit and loss account for merchan- 
dise sales. The various merchandise 
sales details are recorded for sales and 
operating reports by plant, product, 
etc., while those dollars, mentioned 


Accounts receivable — Public ...0..00..000000000.. 


above, which represent the accumula- 
tion of cents (net debits and credits), 
are credited to an account for mer- 
chandise sales — general plant, cents 
elimination. The remaining pennies 
under the cents column are then credit- 
ed to commercial discount. Thus, the 
accumulation of all invoices and of all 
register controls for one company or 
division for the month might require 
the following accounting entry to sum- 
marize the procedure set forth above: 


Merchandise sales (various product accounts by plant) $32,890.00 


Merchandise sales (Cents elimination, general plant) .... 7.00 


Commercial discount ....... PPI er a Sle ee 
Provision for transportation .................. pies. 
Provision for sales comrnission ......................... 


TOTAL 


Debit Credit 
panier et Es Sue eS $33,002.62 
$32,897.00 
JS eh eat te ee 34 
Pe NE Roch CIP Sah 77.28 
28.00 


$33,002.62 $33,002.62 


| 
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Property, Plant and Equipment 


These accounts are maintained in 
whole dollars only, as is the reserve for 
depreciation applicable thereto. Charges 
to these accounts arise from accounts 
payable vouchers (which, as mentioned 
above, would be distributed in whole 
dollars only) or from labour and over- 
head charges or from bills for com- 
pany produced material. These would 
be in whole dollars. (When equipment 
is sold or otherwise disposed of, the 
credit therefrom is entered in whole 
dollars only, any pennies incident to 
the transaction being credited to com- 
mercial discount. 

When one remembers that the life of 
a property or equipment item is esti- 
mated and that the residual value is 
thus also an estimated amount, it is 
easily concluded that a dollar rate for 
depreciation purposes is as near com- 
plete accuracy as is practicable to ob- 
tain. 


Savings 

Resulting From Cents Elimination 

It is not difficult to realize the sav- 
ing effected through eliminating the 
work of balancing out penny differ- 
ences. Errors will be lessened, trans- 
positions will be fewer. Bethlehem, 
after 22 years of using this procedure, 
cannot estimate with accuracy the great 
value of the saving to it today, result- 
ing from adoption of this practice. 
However, the Dravo statement in the 
article cited earlier that it had reduced 
its clerical staff 9% after five months 
of use of penny elimination does not 
seem at all excessive. 
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In addition to the clerical work elim- 
inated by dropping pennies from 
various reports, there are other savings 
to be realized. Most companies use 
some type of calculating equipment, 
(adding machines, electric calculators, 
etc.) and such equipment generally 
carries two columns on the right for the 
cents accumulation. It is possible to 
have the keys on such machines chang- 
ed so that there are no penny columns 
on the right and, in this manner, it 
is possible to buy equipment of smaller 
capacity at a considerable saving, while 
still utilizing the full number of 
columns which would be needed for 
the whole dollar distributions. 


Another saving is obtained through 
dropping the pennies on various re- 
ports, making it possible to use a 
smaller-sized report or to insert more 
data on the present size form. Where 
statements are printed, this will result 
in a saving in printing costs. Other- 
wise, it will result in a saving in typ- 
ing. Again, where tabulating equip- 
ment is used, it is possible to put more 
information on a single card if it is not 
necessary to key-punch the pennies for 
the various accounts. 


Competition continues to increase. 
Accountants will be asked more and 
more by management to find new ways 
to reduce clerical expenses, to simplify 
procedures, to provide better reports. 
In all of this, whole dollar or penny- 
less accounting points to one definite 
step. Industrial companies generally 
will do well to consider its adoption. 











Accounts Receivable 





By William D. Allport, C.A. 


The internal audit of accounts 
receivable in a large merchandising establishment 





—— starting any audit it is neces- 
sary that you know just what kind 
of a job you are up against and what 
type and how much staff you will need. 
The professional burglar has a similar 
problem when he is planning a job, and 
what does he do? He “cases the joint’, 
thoroughly. Auditors should do the 
same thing. The benefits to be gained 
by “casing” the department concerned 
are most important in my mind, and 
this should be done as soon as possible 
after an audit is started. 


How To “Case” An Audit 

One method that I have found very 
useful, particularly in dealing with large 
departments, is to obtain a complete 
list of all employees in the department 
and to ask the manager or his assistant 
to indicate on the list the job performed 
by each person, as well as the person 
responsible for the operation of each 
section in the department. The job 
description can often be expressed in one 
word, such as “‘biller’’, ‘“‘authorizer’’, etc., 
but such a description is sufficient to tell 
the auditor what any particular person 
is doing and to whom to go for responsi- 
ble answers to questions arising during 


the audit. The listing may serve another 
useful purpose later in the audit in 
checking the personal accounts of credit 
department employees. In many busi- 
nesses, of course, this is not necessary, 
but it does apply to a retail type of opera- 
tion. 

Another thing that should be of great 
concern to the auditor is the system of 
internal check in force in the depart- 
ment to be audited, for the better the 
system of internal check, the less the 
auditor has to do to complete his audit. 
Some determination of the effectiveness 
of the internal audit check can be made 
before the audit commences and the 
audit program increased or curtailed ac- 
cordingly, while other parts of the sys- 
tem are best checked during the course 
of the audit. Whenever and however it 
is checked, the extent that internal check 
is available in any operation is a vital 
consideration in preparing the audit pro- 
gram and performing the audit. 


What do you wish to accomplish by 
means of audit? What should be done 
to accomplish those things? 


These are two general questions that 
must be considered in doing any audit, 
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Accounts Receivable 


and I shall try to answer them briefly 
from the point of view of an audit of 
accounts receivable, but not necessarily in 
order of importance. 


Verification 

First, we must verify that the accounts 
on the books represent legitimate claims 
against our customers. This is done by 
means of direct confirmations mailed to 
the customer, which may be in either 
positive or negative form, and by a thor- 
ough examination of the records them- 
selves as to clerical accuracy of the sub- 
sidiary ledgers against the general ledger 
control account, scrutiny of the indivi- 
dual accounts, and an examination of the 
system used to accumulate the receivable 
charges and credits in the subsidiary 
ledgers. This last point is the important 
one, I think, because it involves the inter- 
nal check factor. If it were possible to 
set up a perfect system of internal check, 
the verification of the accounts would 
be theoretically automatic. As such a 
system is not ordinarily feasible or possi- 
ble, it is necessary to verify the accounts, 
and it follows that the less internal check 
you have on the accounts receivable func- 
tion, the more you must rely on the other 
and less effective means of verification. 


Classification 

Second, we must verify that the ac- 
counts are properly classified. Accounts 
due as the result of sales of a company’s 
products or services should not be com- 
bined with those due from subsidiary 
companies, officers of the company, etc. 
To show all these different kinds of ac- 
counts in one total on the balance sheet is 
not correct. It is like mixing sugar and 
salt in a bowl. It would not show par- 
ticularly, but it would not be a good 
combination. A scrutiny of the accounts 
included in the balance sheet is necessary 
to ensure proper classification. 
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Valuation 

Third, we must verify the valuation 
of the accounts receivable. In most cases 
the total of accounts receivable as shown 
by the books is reduced to actual value 
by the provision of a reserve for doubt- 
ful accounts which, incidentally, should 
be deducted from the accounts receivable 
on the face of the balance sheet. 


If the internal auditor is required to 
give a certificate of the adequacy of the 
reserve for doubtful accounts as is often 
the case, he can do so only after a review 
of the individual accounts. He should 
not confine his review strictly to deter- 
mining whether they are good, doubtful 
or bad. Quite to the contrary, other mat- 
ters which should be considered at that 
time include information for manage- 
ment concerning the operation of the 
credit department. Some of these are:— 


Credit authorization: Authorization of 
credit to bad risks costs money, but 
it is conceivable that pressure from 
the sales department or other outside 
departments might induce the credit 
department to accept risks they would 
otherwise reject. The internal auditor 
is in a position to have such a condi- 
tion corrected. 


Collection effort: If the approved col- 
lection procedure is not in effect, the 
internal auditor should know why and 
be able to make a recommendation 
about it to management. 

Overdue position or ageing of ac- 
counts: Decisions by company manage- 
ment are based on “figures” prepared 
by others. If these figures are not 
accurately prepared and reported, the 
company may suffer. An accurate re- 
porting of overdue accounts is neces- 
saty and the internal auditor should 
ensure that the figures are properly 
conceived and reported. In any event, 
these figures will probably be required 
in order to value the accounts, and if 
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they are not accurate, they are useless. 

To get back to the valuation of the 
accounts, and the review of individual 
accounts, it is not necessary to scrutinize 
all the accounts in order to arrive at an 
accurate estimate of their worth. It is 
an auditing paradox that the worse the 
conditions are in the accounts, the less 
you have to do during the audit to make 
an accurate analysis of them for report 
purposes. So it is with the valuation of 
accounts. Provided you take an adequate 
sampling of the current and overdue 
accounts in determining those doubtful 
and bad, an accurate estimate of the work 
of the whole can be made from the 
sampling. In addition to the sampling 
of current and overdue accounts, al/ 
accounts classified as doubtful or bad 
by the credit department prior to the 
audit should be scrutinized. Do not for- 
get the auditing paradox when “samp- 
ling’ accounts: if the sampling of ac- 
counts indicates that everything is in 
first-class shape, take another sampling 
and be sure of your ground. 


Operation of Credit Department 

Fourth, the general operation of the 
credit department, the machinery involv- 
ed in setting up the accounts, collecting 
them, and dealing with customers gener- 
ally, should be checked thoroughly. This 
again is for management information 
and is a very important part of the 
internal audit function. Delay in mak- 
ing adjustments causes customer ill-will. 
Enquiries sidetracked, correspondence not 
answered quickly, collections improperly 
made, all cost your company dollars and 
cents, and are a concern to the auditor. 
The auditor can learn a great deal about 
these and many other things, by inter- 
cepting incoming correspondence from 
which notes may be made to be followed 
up at a later time. 


Liaison With Public Auditor 
Fifth, tie in your audit program with 
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Mr. W. D. Allport, C.A. was 
admitted to the Ontario Institute 
in 1936, winning the Kernahan 
ptize for auditing. He joined the 
Robert Simpson Co. Ltd. in 1937 
as a member of that firm’s intern- 
al audit department and now has 
charge of the department. 


that of the public auditor. Before mak- 
ing final plans for your audit, find out 
how his work will complement or over- 
lap yours. You can probably save a 
great deal of effort by eliminating dupli- 
cations, provided you are careful that 
you don’t end up by doing their job 
as well as your own. 
Cycle Billing 

I have talked in rather general terms, 
but I think cycle billing brings up one 
specific audit problem which should be 
mentioned. Cycle billing in recent years 
has become more generally used, particu- 
larly where a large number of items and 
accounts have to be billed and balanced 
each month. Under cycle billing, cus- 
tomers’ accounts are closed and state- 
ments mailed all through the month 
rather than at the end of the month. 
On the first day of each month, the 
“cycle” of billing commences and it con- 
tinues throughout the month. It prac- 
tically eliminates the operating peak of 
month-end balancing and billing, but 
simultaneously creates audit problems. 
Let us take one example. At no time 
are all the individual accounts of a cycle 
billing operation listed and balanced to 
their control accounts and tied in with 
the master control and general ledger 
balance. The auditor, under these cir- 
cumstances, has two alternatives: either 
he must accept the individual ledger con- 
trol totals when balancing the ledgers to 
the accounts receivable control account at 
any specific date, or spend time listing 
individual documents in an effort to 
balance the cycles not falling on the 
balance date. 





Accounts 


May I suggest again that the auditor's 
most important tool is “internal check’’. If 
the system of cycle billing has it in ade- 
quate proportions, this non-balancing 
feature will not haunt him too much; if 
it hasn’t he can only work towards in- 
corporating internal check into the sys- 
tem and hope for the best in the mean- 
while. 


Summary 
With that, let us leave cycle billing and 
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its problems which are many and try to 
reduce this whole mass of words to 
capsule size by summarizing what I con- 
sider the main points:— 
First: Know what you want to accom- 
plish. 
Second: “Case the joint”. 
Third: Determine what help the sys- 
tem of internal check will give. 
Then do the audit in the light of 
these three. 


CONSTITUTIONAL LAW AND BALL POINT PENS! 
During the course of a verification of tax arrears in a township Mr. J. C. Reid, 


C.A., Toronto, came across the enclosed letters. 


Both letters are from the same 


taxpayer and the second letter is in reply to one written by the treasurer of the 


township. 
Dear Mr. Treasurer :— 


This tax Slip of ours, Mrs. Doe is illegal & you know it. 


The B.N.A. Act Says all 





reciepts must be made out in Pen & Ink not Ball point pen’s. Mr. Treasurer either you send 
a right receipt or I will see too it that you are remoived from your job as Clark. if there was 
any afriars why did you not follow your Act & notify the ratepayer which you did not do. 
Our tax Bill says 16.17 which you received, now send up too Mrs. Doe a receipt for the 
wright amount. There is no arriars which you dam well Know. Have that receipt here By 
return mail or I will See too it that you are removed from office. 
Yours truly, 
MR. DOB. 


Dear Mr. Treasurer :— 

I understand from your letter that you do not understand English. I asked you for a 
legal tax receipt. Now you may be able too put it over on the other people in the Town- 
ship. Your tax receipt is not legal and will not stand up in any Court even if you were 
in England. The B.N.A. Act says pen & ink not ball point pen or fountain pen either. You 
know all the Act, if not it would pay you too read it for your own sake. I have been on the 
Board in Ontario for 15 years & know what I am talking about. Now I want a legal tax 
receipt in pen & ink By return mail. If I do not Get it I will take steps to have you 
removed from that office. Kindly Have this matter fixed up at once. There will be no more 
fooling with you. 


Yours truly, 
MR. DOE. 
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Cost Accounting, by Matz, Curry, 
Frank; published by South Western 
Publishing Company, Cincinnati, Ohio; 
pp. 805; price $5.50 

This is a comprehensive work, cover- 
ing all phases of cost accounting, de- 
signed for use as a text book for stud- 
ents at any level of the subject. 


Throughout the book the authors 
stress the managerial point of view 
rather than that of the technician. Em- 
phasis is laid on the use of cost ac- 
counting as a guide to the shaping of 
future policy instead of a record of 
past events, an approach to the sub- 
ject which is particularly valuable in 
training students whose goal is the 
general field of business. At the same 
time the student who wishes to special- 
ize on cost accounting will find in this 
book a complete course to supplement 
his practical work. 


The material is well arranged and is 
developed in a logical manner from 
the first chapter on general accounting 
and its relation to costs up to the 
final chapters on advanced analyses 
and interpretation of results. The 
integration of general accounting and 
cost accounting is well chosen as a 
starting point, as students too often 
feel that cost accounting is an entirely 
new subject, quite unrelated to prev- 
ious studies. 

The subject of standard costs is very 
completely covered in three chapters 
and a long case study based on the 
records of an actual company. All 
types of standards are described and 





contrasted, and both methods (‘‘two 
variance” and “three variance’) of re- 
cording variances of factory expense 
are exhibited. 


The many forms and documents 
with which the book is illustrated are 
practical, easy to interpret and in close 
proximity to the text describing them. 
A large number of problems both for 
discussion and for written solution are 
found at the end of each chapter, and 
two long case studies are also included. 
Work books are available for these 
case studies. 

This is an excellent book. 


F. R. CROCOMBE, C.A, 
University of Toronto 


Accounting, an Analysis of its Prob- 
lems, by Maurice Moonitz and Charles 
C. Staehling; published by The Foun- 
dation Press, Inc., Brooklyn, 1952; 
vol. 1 pp. 712; vol. 2 pp. 642; price 
$9.00 

This is a text in two volumes which 
is “orientated to the demands of pro- 
fessional training. [To this end] it 
places emphasis on the fundamental 
aspects of the accounting problem so 
that the student may develop the equip- 
ment necessary to answer . . . . ques- 
tions which at the present time cannot 
even be formulated. ...” While the 
authors undoubtedly have achieved 
their stated goal, it is still misleading 
to imply a limitation in use to the 
professional accountant; the text is also 
well suited to provide general theory 
background and an educational disci- 
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pline for those with no intention of 
accounting specialization. 

The title of the text is provocative 
and so also is the content and treat- 
ment thereof. Volume 1 presents a 
thorough review of the nature of the 
accounting process, an enquiry into the 
double entry equation and a full-scale 
analysis of the debit and credit pro- 
cedures. This is not an elementary 
enquiry into bookkeeping fundamen- 
tals, rather it is a logical thought-stim- 
ulating search into the mechanism of 
the basic equations, particularly A— 
L P, and into the means whereby 
the accountant attempts to effect 
changes in these equations. 


Arising from this analysis of the 
equations the accounting problem is 
evolved as being the determination of 
the periodic profit and the reasoned 
analysis of changes in net worth. The 
single-entry approach to changes in net 
worth is developed and then refuted 
due to its failure to provide detail. The 
double-entry idea is then projected with 
its ability to yield any amount of de- 
sired detail; however, in this analysis 
the focus is still on the unchanging re- 
lationships in the basic equation. 


Attention is next directed to the de- 
termination of periodical profit or loss: 
“the critical issue in the problem is 
determining both when and how much 
the value of assets and liabilities change 
from time to time and concerns itself 
directly with the nature and reliability 
of evidence sufficiently reliable and 
convincing to justify conclusions based 
thereon”. There is a complete discus- 
sion of the problems associated with 
the element of time, past, present and 
future; emphasis is on the task of man- 
agement to look to prospective events. 
To this is related the valuation prob- 
lem which involves the discounting of 
the uncertain future; the highlight of 
this enquiry is a very complete “Valua- 
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tion Experiment” wherein the values of 
net assets are related to the value of 
prospective cash receipts and outlays. 


Estimating revenues, estimating costs 
and a summary of valuation theory 
conclude parts 1 and 2, some 212 pages 
of search into the broad basis of the 
accounting problem. 


Part 3 treats specific practical prob- 
lems of valuation. Integration with 
parts 1 and 2 is achieved by relating 
each specific problem back to the 
framework already evolved. Note- 
worthy in this section is the manner of 
treatment, each valuation problem is ex- 
amined and at the same time the apper- 
taining problem of periodic profit de- 
termination is discussed — for example, 
the chapter headings show ‘Receivables 
and Revenues’, “Inventories and Cost 
of Goods Sold’, etc. 


The specific valuation problems are 
excellently illustrated by well chosen 
series of transactions; each transaction 
is shown in a consecutively numbered 
journal entry, thereby facilitating ease 
of cross-reference to the descriptive 
material. The critical and analytical 
attitude of the authors is continued in 
each phase of this section. 


Volume 2 is an inspection into the 
forms of private business organization, 
starting with the general partnership, 
thence into the corporation, into inter- 
corporate shareholdings and activities, 
into consolidations and mergers, finally 
into dissolutions. The section on part- 
nerships emphasizes the basic economic 
similarities between partnerships and 
corporations; foremost is the authors’ 
accounting treatment of the partner- 
ship as a business unit separate and dis- 
tinct from the partners as individuals. 
The arms-length problem arises in de- 
termination of objective amounts in 
certain partnership transactions but this 
is said to be due to “a lack of true 
market transaction and not to the exist- 
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ence of the partnership (form of organ- 
ization)”. The treatment of consoli- 
dations is thorough and clear. 


The choice of the question and prob- 
lem material has been excellent; each 
seems to have been selected only after 
a thorough analysis into its pedagogi- 
cal soundness. The test here seems to 
have been whether the particular prob- 
lem chosen will develop a student's 
ability first to separate the relevant 
facts and then to use these facts toward 


The material presented demands 
close attention and unfortunately parts 
of the text are difficult to follow be- 
cause of a tendency to wordiness, long 
sentences and a jargon of theory. In 
its whole, however, this is a text quite 
worthy of its dedication to Henry Rand 
Hatfield and one which should com- 
mand attention from all interested in 
accounting. 


W. J. MCDOUGALL, C.A. 


Carleton College, Ottawa 





the stated end-purposes of accounting. 


GLAMOURIZING PUBLISHED ACCOUNTS 


A New Year resolution for accountants is that, having obtained a set of accounts 
that meets with their whole-hearted approval in every respect, they should obtain audience 
with the printer so that he can understand how they would like the accounts printed. 
Alternatively, a diplomatic approach to the secretary, the company’s accountant or the 
managing director should reap the reward of seeing those typewritten certified accounts 
glamourized in a form that will commend itself to everyone. By no means incidentally, 
the auditor should resolve to assume when drawing up the form the accounts will take: 
(a) that he is sitting for his intermediate examination all over again and (b) that he 
has all his capital invested in the company. He should then ask himself (1) what he 
wants to learn from the accounts and (2) what is the simplest method of presenting this 
information. Simplicity must be the keynote if effective presentation is to follow. 


—From “Points from Published Accounts” in Accountancy, January 1952 
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A Letter from a Reader 





Quebec, April 14, 1952 


Sir: Ie is very interesting to read all that 
has been written recently about the problem 
of attracting juniors to our profession, and 
how to train them so that they successfully 
pass the exams. 


One suggests more articles about students 
in The Canadian Chartered Accountant. That 
would turn the magazine half professional and 
half student. I never thought that its pur- 
pose was to train students how to write the 
exams. 

“If the student hasn’t learnt, the teacher 
hasn’t taught”, I read. How then would you 
explain that out of the same class, one stu- 
dent passes and one fails? Old sayings are 
not always true. In fact, some of them are 
just so much wind. I would rather think that 
a university is as good as the students are. 


Some go all out for “group-think”, “group- 
learn” and all that. It is the one sure way 
to pass the exams, they claim. Maybe yes, 
maybe no. However, exams are not “group- 
answered”, but written individually. 


Others find the time allowed to write the 
exams too short. If they know their weak- 
ness, why don’t they train themselves to over- 
come it instead of asking for lower stand- 
ards? 


Finally, some are afraid to see so many 
failures. For my part, I think it is a healthy 


sign. If 50% of those who write the exams 
fail, it means that 50% succeed. It means 
that the exams are not impossible. 

In the 50% who fail, there are some un- 
lucky fellows and some nervous ones. It is 
very unfortunate for them, I agree. But you 
also have those not well prepared and those 
who, although very serious, lack the ability 
and will never be able to make the grade. 
To grant a degree to these people would be 
self-destruction. It is a good thing that the 
exams are hard enough to eliminate them. 

The trouble is not that so many fail. It 
is rather that so many incapable people are 
allowed to try the exams. If the selection 
were done in the first year a junior joins an 
office, there would be fewer failures. 


Exams are written individually. It is up 
to the student to study and learn by all means 
the knowledge he needs for exams and for 
practising his profession. If his success de- 
pends entirely on the teaching and the coach- 
ing he receives, when this coaching ends, 
what will happen to him? 

There is, indeed, room for improvement. 
But I don’t go with those who, in T. S. 
Eliot’s words, 

. constantly try to escape 
From the darkness outside and within, 
By dreaming of systems so perfect that 
no one will need to be good. 
JBAN LaTour, C.A. 
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Professional Notes 


ALBERTA 


Mr. R. P. Alger, M.Com., C.A., announces 
the opening of an office for the practice of 
his profession at 405A 8th Ave. W., Calgary. 





BRITISH COLUMBIA 


Messrs. P. A. Gibbs, C.A. and R. L. V. 
Jermain, C.A. announce that they are now 
practising under the firm name of Gibbs & 
Jermain, Chartered Accountants, with offices 
at 1-3 Bank of Nova Scotia Bldg., Victoria. 


* * s 


Mr. Frank A. Robertson, C.A. announces 
the opening of an office for the practice of 
his profession at Rm. 105, 412 Seymour St., 
Vancouver. 


* * * 


Mr. Stephen E. Stanford, C.A. announces 
the opening of an office for the practice of 
his profession at Rm. 12, 515 Granville St., 
Vancouver. 


MANITOBA 


Sill, Patrick & Co., Chartered Accountants, 
317 Bank of Nova Scotia Bldg., Winnipeg, 


News of Our Members 





Mr. E. D. Hill, B.Com., C.A. (Ont.), has 
been appointed secretary-treasurer of Con- 
solidated Glass Industries Limited, Toronto. 

& e e 

Mr. Cameron K. MacGillivray, C.A. 
(Ont.), recently addressed the Hamilton 
Chapter of the National Office Management 
Association on the topic: “Falsification of 
Records”. 





announce the admission to partnership of 
Mr. Edmund B. Streuber, C.A. 


ONTARIO 

McColl & Turner, Chartered Accountants, 
announce the removal of their offices to 362 
Queen St., Peterborough. 

a * * 

Mr. George Goldlist, C.A. announces the 
opening of an office for the practice of his 
profession at Ste. 7, 1 Adelaide St. E., Tor- 
onto. 


QUEBEC 


Messrs Jacques Gingras, c.a. et Paul Gin- 
gtas, c.a. amnoncent qu’ils ont formé une 
société pour la pratique de leur profession 
sous la raison sociale de Gingras & Gingras, 
comptables agréés, 4 293 Blvd Charest, 
Québec. 

a2 - * 

Mr. Harry I. Craimer, B.Com., C.A. an- 
nounces the admission to partnership of Mr. 
Philip S. Rosen, C.A. The practice of the 
profession will be continued under the firm 
mame of Harry I. Craimer & Co., Chartered 
Accountants, with offices at Ste. 701, 1520 
Mountain St., Montreal. 


Mr. James G. Duncan, C.A. (Alta.), has 
been elected president of the Edmonton Gyro 
Club. 


Mr. R. E. Saunders, B.Com., C.A. (Ont.), 
has been appointed chief accountant of the 
Dominion Bank. 
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Obituaries 


Joseph H. Thompson 

The Institute of Chartered Accountants of 
Saskatchewan announces with deep regret the 
sudden death of Joseph Henry Thompson, 
Dean of Commerce, University of Saskatch- 
ewan. 

Born in Nottingham, England in 1896, he 
came to Canada with his parents at an early 
age. Following service with the Canadian 
Corps and the Royal Flying Corps in World 
War I, he attended the University of Sas- 
katchewan. In 1926 he received the degree 
of Bachelor of Accounting and was admitted 
as a member of the Saskatchewan Institute. 
Until 1939 he practised under his own name, 
and was a lecturer in accounting at the uni- 
versity from 1931 to 1939. In 1940 he was 
appointed Dean of the College of Accounting. 
In 1943, with the introduction of an expanded 
curriculum, developed by him, he became 
Dean of Commerce. At this time he also 
undertook graduate work, receiving the de- 
gree of Master of Business Administration 
(Chicago) in 1947. His keen interest in 
academic work was further exemplified in his 
writing of the Canadian supplement to Fin- 
ney’s Principles of Accounting, which was 
published in 1950. 

Recognition of the active interest taken by 
Dean Thompson in his profession was given 
when he was made a Fellow of the Institute 
in 1937. He was President of the Saskatch- 
ewan Institute in 1936 and served for many 
years as a member of Council and as chair- 
man of the Board of Examiners of that 
Institute. In addition, he had served on 
several committees of the Canadian Institute. 

Dean Thompson served for years as a re- 
serve officer in the Canadian Army. He com- 
manded the University of Saskatchewan Con- 
tingent of the Canadian Officer’s Training 
Corps from 1941 to 1947 and at the time 








of his death was Honorary Lieutenant-Colonel 
of the unit. 

Dean Thompson gave freely of his time 
to the activities of many community and 
church organizations, as well as to those ac- 
tivities connected with his profession, the uni- 
versity, and the army. His many friends will 
remember and greatly miss his friendliness, 
courtesy and enthusiasm. 

To his widow and family the members 
of the Institute extend sincerest sympathy 
in their bereavement. 


Harry Gilbert Hoben 


The New Brunswick Institute of Chartered 
Accountants regrets to announce the death 
of Harry Gilbert Hoben in his 68th year. 


A resident of Fredericton most of his life, 
Mr. Hoben joined the Hartt Boot and Shoe 
Co. Ltd. shortly after he left high school. 
Later he was manager of the Babbitt Mills at 
Gibson, N.B. and treasurer of R. Chestnut 
and Sons Ltd., Fredericton. In July, 1950, 
when he suffered a heart attack from which 
he never fully recovered, he was manager of 
the Fredericton branch of the Maritime Trust 
Company. 

In 1919 Mr. Hoben was admitted to the In- 
stitute of Chartered Accountants of Nova 
Scotia and the next year he became a charter 
member of the New Brunswick Institute. 

To his widow and to his brother and sisters 
the members of the Institute extend deep 


sympathy. 


Donovan M. Touche 


The Institute of Chartered Accountants of 
Ontario announce with deepest regret the 
death in England, on March 25, of Mr. Don- 
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ovan M. Touche. Mr. Touche was the second 
son of the late Sir George Touche, Bt., the 
founder of the firm of George A. Touche & 
Co. He became a member of the Ontario 
Institute in 1929. 


William Ferguson Reid 


The Institute of Chartered Accountants of 
Alberta announces with deep regret the death 
of William Ferguson Reid at Calgary in his 
Slst year. 

Mr. Reid was born in Glasgow but had 
lived in Calgary for 39 years. He was ad- 
mitted to the Alberta Institute in 1930 and 
at the time of his death was senior partner 
in the firm of William F. Reid & Co., Chart- 
ered Accountants. He was a past president 
of the Alberta Institute. 

Mr. Reid was a former president of the Cal- 
gary Junior Chamber of Commerce and was 
chairman of the Calgary School Board for 


many years. 
To his widow and family the members of 
the Institute extend sincere sympathy. 


William Ross Grant 


The Institute of Chartered Accountants of 
British Columbia announces with deep regret 
the death of William Ross Grant, at Pentic- 
ton, B.C. 

Mr. Grant was born at Lucan, Ontario, 
in 1890. He studied for his degree in Mani- 
toba and was admitted to the Institute of 
Chartered Accountants of Manitoba in 1918. 
He held the following positions during his 
career: comptroller of The Lake of The 
Woods Milling Co.; secretary, Inter-City 
Western Bakeries Limited; manager, Wes- 
ton’s Bread and Cake Canada Limited. These 
positions were held in this order until his re- 
tirement to British Columbia in 1942. 

In 1943 Mr. Grant became a member of 
the B.C. Institute, and from 1943 to 1945 he 
was associated with R. G. Rutherford & Co., 
Chartered Accountants, Kelowna, B.C. On 
January 1, 1946, he opened his own office 
in Penticton, B.C. 

To his family the members of the Institute 
extend sincere sympathy. 
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NOTES AND 


N an address to the Chartered Ac- 

countant Students’ Society of London 
England, November 12, 1951, Mr. Basil 
Smallpiece had some interesting things 
to say about a common student attitude 
towards cost accounting. The sentences 
that follow are excerpts from his talk. 


“, . .. But a dip into recent editions 
of some textbooks on the subject leads 
me to think that you may still be get- 
ting hold of the same kind of ideas as 
I did, when I was nearing my Final. 


“The picture I formed was that cost- 
ing was something separate and rather 
different from accounting, which you re- 
sorted to when you wanted to find out 
what a contract or a job or a process 
or a product had cost. I gathered that 
those who did costing had to go into 
much more detail than was necessary 
in accounting, and had to refer to the 
accounts people to pick up overheads 
and any other figures they could not get 
themselves. The accounts, of course, 
provided the only genuine figures! And 
at the end of the year, or whatever the 
period of account was, the costs had to 
be reconciled with the accounts — un- 
less one was prepared to forget the dif- 
ferences. 

“If that is the view you formed, then 
you must get rid of it before very long. 
. . . . Costing is not a separate activity 
from accounting; and there ought to be 
no need whatever for reconciliation be- 
tween costs and accounts. I said just 
now that ordinary profit and loss accounts 


1The Accountant, January 12, 1952, page 37. 


COMMENTS 


were insufficient for management and 
that you must break them down to de- 
partments and processes according to the 
organizational pattern of the business. 
I used the words “break the accounts 
down’’ because that is the way we used 
to look at it. But that is not what 
happens in practice. You do not first 
compile the text-book style profit and 
loss account, and then break it down. 
It is quite the other way round. In the 
first instance you analyze all costs and 
revenues in whatever degree of detail 
is required for cost control or manage- 
ment purposes; then you summarize, and 
summarize again, until the profit and 
loss account emerges. It will not emerge 
in text-book form, but that need not 
bother you. It is the use that manage- 
ment can make of the account that mat- 
ters, not the text-book. So you see, the 
accounts are summaries of the cost state- 
ments; or, if you like to put it another 
way, the financial accounts are the con- 
trol accounts of the cost accounts; and 
the question of reconciliation just does 
not arise.” 
* * * 


By the time these notes and comments 
appear a select committee of the Ontario 
Legislature will probably have heard sev- 
eral submissions on a proposed revision 
of The Ontario Companies Act. The 
occasion presents one of those rare op- 
portunities for ‘‘progressive’” company 
legislation; the difficulty will no doubt 
lie in deciding what is progressive. 

The Dominion Companies Act, for 
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its part, has enjoyed much prestige for 
the fact that when it was amended in 
1934 it was “progressive”. That was 
18 years ago, and there should be people 
with some further ideas by now. We 
made some suggestions for what they 
were worth in The Students’ Department 
of July 1951. The present Dominion 
Act has much to commend it, but we 
think it will be unfortunate if our legis- 
lators accept it as definitive. 
* * * 


Most students have an idea what an 
accrued liability is but have considerable 
difficulty expressing themselves when 
asked to define it. A common fault of 
the definitions tendered is that they also 
define accounts payable; and this in spite 


A PUZZLE 


The top dormitory at Verity House 
had been detected in the matter of a 
midnight feast. The unholy banquet 
consisted of apples, nuts, toffee, pickles, 
and chocolate, each of the five delin- 
quents having supplied one form of 
comestible. Questioned as to their con- 
tributions, they gave information as fol- 
lows: 
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of the fact that students are, we think, 
generally quite aware that accounts pay- 
able and accrued liabilities are mot the 
same thing. Some time ago we came 
across the following definition of an 
accrued liability and made a note to sub- 
mit it some time for the consideration 
of our readers: 
a proportionate part of an amount 
eventually payable, a part of which 
pertains to the period under review, 
but which has not become payable at 


the balance sheet date.” 
* * % 


2G. E. Killian, “Auditing Techniques for De- 
termining Elusive Payables and Contingent 
Liabilities,’ The Journal of Accountancy, 
January 1952, p. 64. 


FOR JUNE 
Norman: Percy supplied the apples. 


Alfred: And Thomas brought the 
chocolate. 

Thomas: Percy contributed the toffee. 

Alfred: No, Norman brought the tof- 
fee. 

Percy: Alfred supplied the chocolate. 


“IT am afraid,” said Mr. Truman, ‘‘that 
you have all lied to me about this.” 
Well, they had: but on the other hand, 
each boy had made one true statement. 
Who brought what? 

(Contributed by Mr. L. ]. Upton, 
Toronto) 


SOLUTION TO MAY PUZZLE 


Thomas: Charles supplied the nuts. 

Charles: No I didn’t. 

Norman: It was Alfred who supplied 
the nuts. 

Percy: Well, Charles brought the 
pickles. 

Charles: Rot, Norman brought the 
pickles. 

C asks A: 


“If I ask B whether the left fork is the correct road to take to town, will he tell 
me that it is?” 
C asks B: 

“Is A telling the truth?” 

If they both say “Yes” or if they both say “No” then the left fork is the correct 
road to take. 
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If they give opposite answers then the right fork is the correct road to take. 








Assuming the left fork Assuming the right fork 
is the correct one is the correct one 

TE A. 98 oo.ccicccccccocss Lying Lying Honest Honest ‘Lying Lying Honest Honest 
PES ER Contac sice es Honest Lying Honest Lying Honest Lying Honest Lying 
The answer to question 1 

i : No Yes Yes No Yes No No Yes 
The answer to question 2 

WE BS aos ns. No Yes Yes No No Yes Yes No 


PROBLEMS AND SOLUTIONS 


Qualified accountants have prepared the solutions appearing in this section, and the 
solutions reflect the personal views and opinions of their various contributors. Students 
should not regard them necessarily as models for submission to the examiner. The hope 
is rather that they will provide a basis for such discussion and explanation of the problems 
as will make their study beneficial. The editor will welcome discussion of the solutions 


published. 


PROBLEM 1 
Intermediate Examination, October 1951 
Accounting I, Question 6 (15 marks) 


E Co. Ltd. operates a chain of retail clothing stores and a central warehouse from 
which the stores secure their merchandise. 

When goods are shipped from the central warehouse to the stores, 20% is added 
to the cost to give the ordinary wholesale price and 25% is added to this figure to arrive 
at the retail price. The stores are thus invoiced at retail price. Profit is determined sep- 
arately for the warehouse and the stores. 

On 1 Jan 1951, a new store F was opened. 

Transactions of the store F for the first month of business were as follows: 


Shipment Of goods to store at retail Price: .......-.....<.......2..:0iccscesesesnssesssesessees $39,375.00 
Cast BAvVenCER At GBENINE GE The SIOKE co his sccn cde Rasdeccsnntedncetictecs 100.00 
Cash received from store on account Of sales ...............ccccccccceceseceeeeeeees 35,417.50 
Expenses paid by store and reimbursed by cheque from head office . 150.00 
Rent and other expenses paid by head office on behalf of the store ........ 1,500.00 


Cash is remitted to the head office daily. 

As at 31 Jan 1951, there was on hand at the F store: 
NN La step ee ON on he aes See see ha eceeahaptites $ 100.00 
MRONN RE MER IS oes egovcckassseets ahi eked cde cinrrpeebacs 3,937.50 


Required: 
Journal entries on head office books to record the above transactions and to show 
the store profit or loss and warehouse gross profit in respect thereof for the month of 


January. 
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A SOLUTION 
Books oF E Co. Ltp. (HEAD OFFICE) 
1951 Dr. Cr. 
OM, REWIIRIE RIES UN oes ececcceccis necgassanssncineccoceesenesernvensurcgrases, MODs ST IIOO 
Warehouse profit suspense — F Store .............0..00ce 5,250.00 
Retail profit suspense — F Store ...............cccceeeee 7,875.00 
PII | eRe ile ses i sastcasaties sokaneon Sener 26,250.00 
To record shipment to F Store and set up profit suspense: | 
warehouse profit, 20% of cost; and retail profit, 25% 
of warehouse price. 
a MOD Fe IN aos sec cdsyncuisun sad eisavesscwosdedease 100.00 
es rr estas canascro yi arn naa 100.00 
Cash advanced to F Store. | 
Jan. Cash — F Store ..... Miia ream Steen. 35,417.50 
oR EI MRI ere Seer N fee a Soren. oc chet sana vacasebdovavsdovuesi buss 35,417.50 
Cash received by store on account of sales. 
Ie MR Sc oe a oS eared Ch cee sts nce Csdslcaeincnsi 35,417.50 
IOUS Circe od as sacanubaresanbe 35,417.50 
Cash received by F Store remitted to head office. 
i a stile ian lesinacticnns 150.00 
RMN hr IN isos sg See en cds cess scesstenconantosavenssbessnesstce suas 150.00 
Payment of expenses by F Store. 
ee ee ' 
Jan. Cash — F Store ...... aes Ay lei Nes xe he SR are eed 150.00 
NN Ni rea am ae ats oases SSSR tsan ade deucaaeescinedcens 150.00 


Reimbursement of expenses paid by store. 


aan: NINOS ese og 2255 oes cais cna end vacsuvvevoneGalioratackavssces #5 1,500.00 
RI a ssn hc bas axencaepasdat aM eS ences apeRad ; 1,500.00 
Expenses paid by head office for F Store. 
Jan. Accounts receivable — F Store .........eccecccseseseccsesteeceees 20.00 
NS NN Nc ogni eu he cas vnandSssmisbcatebehdpciseachedisbass 20.00 
Uncollected sales. 
NINN NES PE ay eos al ca coc pevvssabercoist osassbendabacpaiaspsnedeseuen? 35,437.50 
OI UNUNIENR res NN ro cosoch anti cee AcUisaadeabnsdecbincena’s 35,437.50 
To record month’s sales as a deduction from inventories 
at retail. 
Jan. Warehouse profit suspense — F Store ..........0.0...0000000 4,725.00 
Warehouse profit and loss — F Store ..0.0........0ccccceeeee 4,725.00 
To transfer warehouse profit on merchandise sold during 
January. 
Cost of merchandise on hand Jan. 31 .................. $2,625.00 


20% thereof (balance in warehouse suspense 
EN MOODS RINNE) aloe ssascsccesssincccenses, 525.00 
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Jan. Retail profit suspense — F Store ................. 7,087.50 
RCN IN ee sacar msc ionscoeacox piv sugnee dp mocean goats 1,650.00 
Retail profit and loss — F Store ................sccscesesseeeees 5,437.50 


To close expense account and transfer retail profit on 
merchandise sold during January. 
Warehouse price of merchandise on hand, 


RUNORE SE nsec des cgacivesceycn ceveetecinabesteesactianas gece $3,150.00 
| 25% thereof (balance in retail suspense after 
Re Caner tack ah ecdarn is as 787.50 


Editor’s Comments 
The $20.00 discrepancy in inventory at retail might instead have been taken as an 
| inventory shortage. The following entries would then be appropriate: 


Ns | epee Ne ads sepsis screw v na cdentectaaees 20.00 
RE ee UIE 6s ceo cso tnctvaecn pease anes ele 20.00 
To record inventory shortage. 
RA, “THUS ARR cl ec aii ccec BO Ah tae eS catensh oats 35,417.50 
Rare ra ok soc as serie RN dawnt 35,417.50 
To record month’s sales as a deduction from inventories 
at retail. 3 
{ es 
| Jan. Warehouse profit suspense — F Store .......0....000cccceee. 4,725.00 
Warehouse profit and loss — F Store ............00...000000. 4,725.00 
To transfer warehouse profit on merchandise sold during 
January. 
| dee as 
Jan. Retail profit suspense — F Store ................cccceeeeees 7,087.50 
SE NM yah dagateg oosady c seaskapniigast obo eats 1,670.00 
Retail profit and loss — F Store ...............:cccceeeees 5,417.50 


To close expense account and transfer retail profit on 
merchandise sold during January. 


PROBLEM 2 
Final Examination, October 1951 
Accounting I, Question 3 (15 marks) 
The T Co. Ltd. manufactures product L which is produced on a continuous process 


plan. Using a process cost system there are two departments, No. 1 and No. 2. Material 
is added in each department to increase the number of units being manufactured. 


A summary of the cost information for the company’s first month of operations is 
as follows: 


Department Department 
No. 1 No. 2 
EN ons OAR oh ete i a ie $ 90,000 $ 67,500 
REE Sieg ccre ae Neer a aan ls 5 39,000 41,400 
Factory S€rvice Gxpense .......0065.:.:5c0i500s06.000. 7,800 20,700 


$136,800 $129,600 
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In this period the production foreman reports that 300,000 units were put into 
produetion in Department No. 1. Of this quantity, 75,000, a normal number, were lost 
in production and 180,000 were completed and transferred to Department No. 2. For 
the balance in process at the end of the month, all material had been added, but only 
one-third of the labour and factory service expense had been applied. 

In Department No. 2, 45,000 units were purchased and added to the units received 
and a total of 195,000 units were completed and transferred to finished product. The 
remainder were in process at the end of the month with all material added, but only 
40% complete for labour and factory service expense. 

Required: 

A statement showing production costs for the month and the cost per unit by 

departments and schedules showing the computation of the inventory of work-in-process. 


A SOLUTION 
THE T CO. LTD. 
STATEMENT OF PRODUCTION CosTs 








for the month 
Department 1 
Units Unit Cost Cost 
ae EERE URES NNCMRNNDER 55 <2), 01 sao soy sdeanvdueszisepuatersastvasaess six 300,000 
RMR ORE Me Ae at eh ee a. $ 90,000 
BRIER MRC Aol ak AN ar et ii 39,000 
RRERISEY BOK WAR REINBE oi occas ccc scekcesnansctoenssscsneaseres " 7,800 
Less lost in production ......... TS ae eaten peo t eee) 
225,000 $136,800 
Less inventory of work in process at end of the month......... 45,000 48 21,600 
180,000 .64 $115,200 
Department 2 
Transferred from Department 1. ...................:::c00cc00 ..... 180,000 .64 $115,200 
RR RES MEMOCUERO MINI ot cafonn ss vache nciniuls ipeacsospvecevarson ageicvns 45,000 1.50 67,500 
Production cost 
ROMIRE IME vlna Rene ae Rs oe nA 41,400 
REY SOREMECE RII aon oasis cess sa ccessincecscsssseeersocaecsensts 20,700 
225,000 244,800 
Less inventory of work-in-process at end of the month 30,000 932 27,960 
HOSE WOE RDOUS OORRIERER occa cass scoceischessicctscvcdstescssesicecsoests 195,000 $1.112 $216,840 
THE T CO. LTD. 
STATEMENT OF WORK-IN-PROCESS 
as at end of the month 
Department 1 
Material 
SeaDoo sos vcs cas suasinsisndksourennaaiuce cies $18,000 
RVMItS Ut SNES PLOGUCHON «....0.05.002<5...000.5...cessescescescsssccess . 300,000 units 


OUee mRPED MRR RII i c5s hie tdaisae sect amedcionn ent 75,000 





5 
f 
‘ 
z 
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RSRIRE RIEOCERB Eo sear ccsen aid a eee ne nee 
Re UE NIRS APNOEA E 5 od ccs ec ccendeden be tense acaesara cena 


Unit GF COSt GF Taw TABUETIAL |..02.5. 6.65. c.ckccscccscsssccicedicvcees 


Labour 
OO ROE 1D 17 3 OE QO ass ods encpescasteccnssastasryetiicne 
TGS DUE FOC HLOAUCUON:. 5.55. sccsess cenccssencgansecsicnsevine 
LAPSE GU EID DEON occas da tic csi stesanans ia insta nsxizelgebaaswescscuniess 


Less balance to be processed in closing inventory 
DUS Oe AB OOO! MURS 8. sec Ssh octhcactedcs Seackcteesscccestians 


BiG VAIEH AIRS. CONTDICCE |. cs secs csadi i eesics vinectcscaressecndees 
ROIS ee RUN sc oan ea ch resienn cs Aamo ce esi eis 


MPN UDR GY NNN ORE sss sos csi shes ges ea asadcdas sceve ecdeesbcsstiaihnut 


Factory Service 
Me etRnO NEMRON Ch SICA bio asciin sess scb sack cguin tous sestaeds aisaivnees 
Equivalent units completed as above... 
AGUSTIN SOLVICE CRONE ioscle cos cecckscoscad iia vnceniebsctonctecucyededantt 


MSGE LOSE OL EMCEE, SEEGICS ciecssscsis sscicheaiiens acscpieredicnvieieks 


Department 2 
Material 
OPN RIEU ION ON 5555525 oc cosas Ss Wei acarpomeeteeis 
Units transferred from Department 1... 
Peed 6 SGD aR EMICNORRIO 9, 3825055. 5e fo ph sss scones 


Units, processed 16 Department 2.2. 050.0056 <ccossscsesasessvassn 


Material cost from Department 1 .................:cccccesseesseeees 
UREN IO acta abe Sc ais eeti aa anes 





225,000 units 
$90,000 
$90,000 

= 40c 
225,000 


3,000 


300,000 units 
75,000 


225,000 units 
30,000 units 


195,000 units 
$39,000 


$39,000 


= 20c 
195,000 


195,000 units 
$ 7,800 
.04c 


$21,600 


$24,360 
180,000 units 
45,000 
225,000 units 


$115,200 
67,500 


$182,700 
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Unit cost of raw material 
$182,700 = $ .812 


225,000 
Labour 
30,000 units @ 40% of 20c ................ Seategs 2,400 
Units transferred from Department 1. .................. 180,000 units 
RCA Ree END PUDERIRINERIIDED © 55 505 ccs conven cissas ob vecepsacceescespanstcnee¥e 45,000 


225,000 units 
Less balance to be processed in closing inventory 
IO RE INO occ ea os th des ss Cubasaieaenunetnsates . 18,000 units 


Equivalent units completed ......... Be sssccsssserseese 207,000 tinits 
SUNT AEIIINE 8S ngs shoes cla a . $41,400 


Unit of cost of labour ..................... 41,400 
—— = 20c¢ 
207,000 
Factory Service 
30,000 units @ 40% of 106 200.0... eee 1,200 
Equivalent units completed per above ................... 207,000 units 
FACtOry SEFVICl CEPOMSE ........:.:.22.-...000.00002000s0000. ‘ ‘ $20,700 
Unit cost of factory service expense 
$20,700 
= 10c 
207,000 


$27,960 
Editor’s Comments 
1. Where production is on the continuous process plan, the total cost of units com- 
pleted in Department No. 1 must be transferred to the material cost of Department 
No. 2. 
2. The units lost in Department No. 1 are described as “a normal number’. They 
should not, therefore, be valued, and the cost should be spread over the lesser 
number actually produced. 


PROBLEM 3 
Final Examination, October 1951 
Accounting I, Question 4 (25 marks) 
B has patented an industrial device which market research has indicated might have 
a potential sale of 40,000 units a year at a selling price of $35 per unit. 
It is estimated that it would take six months to establish the necessary plant. 
Production will not be commenced until the plant is completed. 
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B proposes to invest $180,000 in shares in a company to be formed to finance the 
project. In addition he has arranged for subscribers, as needed, for shares up to 
$180,000 and has also arranged for the company to borrow, at the end of the set-up 
period, at 5% per annum, an amount equal to the total invested capital up to a maxi- 
mum of $360,000. Any sales of shares or borrowing or repayments of the loan would 
be in units of $10,000. The loan interest would be payable at the end of each 6 months, 
at which time the loan would be reduced as much as finances would permit. 

Estimates of expenditures in connection with the operations of the proposed com- 
pany were as follows: 

(i) Rental of necessary building — $9,000 per annum payable annually in advance. 

(ii) Equipment and machinery with an estimated service life of 10 years from the 

start of production — $290,000. Payment therefor is made on the last day of the 
set-up period. 

(iii) Material cost — $5.40 per unit. 

(iv) Direct labour — $9.00 per unit. 
(v) Factory service expense, other than depreciation— 
Fixed — $89,000 per year. 
Variable — $3.50 per unit. 
(vi) Expenses during the six months set-up period, before production is started — 
$15,000 in addition to the rent of the building. 
(vii) General office and administration expenses — $55,000 per year as from the start 
of production. 
(viii) Sales Manager’s salary and expenses — $15,000 per year as from the start of 
production. 

(ix) Salesmen’s commission — $3.00 per unit. 

In addition it was anticipated that: 

(i) A working cash fund of at least $50,000 would be necessary at all times to carry 

on operations. 

(ii) All expenses and purchases, unless otherwise stated, would be paid as incurred. 

(iii) All sales would be on a cash basis. 

(iv) Units sold in one half-year period would be manufactured in the preceeding half- 

year period from materials purchased in that period. 

(v) Volume of sales would be as follows: 


IAME MUREE GRE G0 BINNS? S02. 2c8nSsesdsset ck eae aes 10,000 units 
Second “ ne ess Vocder ne cee sc nsceatmeaen te 13,000 units 
Third “ ee Re sr ae la aes ita pate were ks 15,000 units 
Fourth “ ae as Or te A Sade ae ane ae See nae 15,000 units 
Fifth and subsequent half years of sales ................ 20,000 units 
(For the purposes of this question taxes on income are to be ignored). 


Required: 
Statement of estimated cash requirements for the first three fiscal years, by half years, 
assuming that the fiscal year starts with the start of the period required to establish the 


plant. 
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A SOLUTION 
— 
STATEMENT OF ESTIMATED CASH REQUIREMENTS 
BY HALF-YEARS 
for the first three fiscal years 
First Fiscal Year Second Fiscal Year Third Fiscal Year 
Set-up 
Period 2ndHalf 1stHalf 2ndHalf ist Half 2nd Half 
Balance forward $326,000 $ 59,500 $ 50,300 $ 50,300 §$ 56,800 
Cash receipts 
Sales — 10,000 350,000 
13,000 455,000 
15,000 525,000 
525,000 





$326,000 $409,500 $505,300 $575,300 $581,800 
Cash disbursements 

Machinery $290,000 
Rent $ 9,000 $ 9,000 
Materials $ 54,000 70,200 $ 81,000 81,000 $108,000 
Direct labour : 90,000 117,000 135,000 135,000 180,000 
Factory service — fixed .. 44,500 44,500 44,500 44,500 44,500 
Factory service—variable 35,000 45,500 52,500 52,500 70,000 
Office and administration 27,500 27,500 27,500 27,500 27,500 
Sales manager 7,500 7,500 7,500 7,500 7,500 
Salesmen’s commissions .. 30,000 39,000 45,000 45,000 


$258,500 $351,200 $387,000 $402,000 $482,500 
Interest on loan 8,000 8,000 8,000 6,500 


266,500 359,200 395,000 408,500 486,250 
Set-up period expense .... 15,000 


314,000 
B invests $180,000 
Sells shares 140,000 
Borrows on 
320,000 640,000 


Repayment of loan 60,000 110,000 40,000 


455,000 518,500 526,250 


Net cash balance 


Editor’s Comments 
1. Interest on the bank loan is computed on the maximum balance outstanding during 
each six-month period, and not on the closing balance at the end of each period. 
2. Production did not commence until the second six-month period and consequently 
sales could not be made until the third six-month period. 


See ee ee eee 





ee 


